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23 Arizona Public Service Company and Pinnacle West Capital Corporation

24 (collectively "Companies") provide the following voluntary responses and objections to

25 Commissioner Kennedy's March 1, 2019 Administrative Subpoena. The responses are

26 provided by the Companies in the spirit of cooperation with the hope that the

27 Commission's inquiry on these topics may be put behind them fully and finally.
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PRELIMINARY NOTEl

l l

1 .

RESPONSES AND OB ECTIONS

DOCUMENT REQUESTS

RESPONSE:

RESP ONSE:

2 As a preliminary matter, it is important to clarify that APS does not make

3 political contributions or expenditures and does not engage in electioneering related to

4 Commission elections or any other state or federal elections. Additionally, in an

5 abundance of caution, this response is without waiver of any rights the Companies may

6 have to subsequently contest, in this or any other matter, the Commission's jurisdiction

7 to make this inquiry and is without prejudice to the Companies' rights to assert any

8 applicable objections to any further inquiries on these or related topics.

9 Many of these requests are overly broad or include phrases that are susceptible to

10 multiple interpretations, and the Companies have attempted in good faith to provide

responsive information. As noted below, certain responses are Confidential and are

12 subject to an executed Protective Agreement. The Companies incorporate herein the

13 Genera1 Objections contained in Exhibit A in the Responses provided herein.

1 4

15

1 6 RE Q UE ST 1: Please provide the FERC Form 1 filed by APS for each of the

17 following years: 2013, 2014, 2015, 2016, 2017 and 2018.

18 For  your  convenience,  the Companies produce documents Bates

19 labeled K-ACC0000l through K-ACC00006 in response to Request No. 1. These

20 documents are publicly available, at https://ferc.gov/docs-

21 filing/elibrarv.asp?csrt=3554995016603330116.

22 REQUEST 2: Please provide the SEC 10K filed by Pinnacle West for each of

23 the following years: 2013, 2014, 2015, 2016, 2017 and 2018.

24 For your convenience, the Companies produce documents Bates

25 labeled K-ACC00007 through K-ACC0000l2 in response to Request No. 2. These

26 documents are publicly available, at

21 https://www.sec.gov/edgar/searchedear/companvsearchhtml.
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REQUEST 3:

RESPONSE:

RESPONSE:

REQUEST

RESPONSE:

Please provide Pinnacle West's annual report to shareholders for

each of the following years: 2013, 2014, 2015, 2016, 2017 and 2018.

For your convenience, the Companies produce documents Bates

labeled K-ACC00013 through K-ACC00018 in response to Request No. These

documents are publicly available for the years 2014 dirough 2018, at

http://www.pinnaclewest.com/investors/reports/annual-report/default.aspx.

RE Q UE ST 4: Please provide transcripts of Pinnacle West's quarterly earnings

calls for: 2013, 2014, 2015, 2016, 2017 and 2018.

The Companies produce documents Bates labeled K-ACC00019

through K-ACC00042 in response to Request No. 4.

5: Please provide all agreements, contracts, internal policy

memoranda, or other documents of any kind that describe the arrangements governing

Pinnacle West's use of APS's name or brand.

In addition to the General Objections, the Companies further

object that this request is overly broad. Notwithstanding this objection, the Companies

produce documents Bates labeled K-ACC00043 and K-ACC00044 in response to

Request No. 5. The documents are Confidential and will be provided pursuant to a

Protective Agreement.

RE Q UE ST 6:

l

i

l

RESPONSE:

I
l

RE Q UE ST|
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12
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14

1 5

16

17

18

19 Please provide all agreements, contracts, internal policy

20 memoranda, or other documents of any kind that describe the arrangements governing

21 Pinnacle West's expenditures or donations of funds for any purpose under APS's name

22 or brand.

23 Please see the Companies response to Request No. 5 above. In

24 addition to the General Objections, the Companies further object to Request No. 6 as

25 overly broad because the request includes no date restriction.

26 7: Please provide all agreements, contracts, internal policy

27 memoranda, or other documents of any kind that describe the arrangements governing

28
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RESP ONSE:

REQUEST 8:

RESPONSE:

REQUEST 9:

11. WRITTEN RESPONSES FOR 2013, 2014, 2015, 2016, 2017 AND 2018

REQUEST 1: For each calendar year, please list each political contribution

RESPONSE:

RESPONSE:

l the APS Foundation's expenditures or donations of funds for any purpose under APS's

2 name or brand.

3 In addition to the General Objections, the Companies further

4 object to Request No. 7 as overly broad because the request includes no date restriction.

5 Notwithstanding this objection, the Companies produce documents Bates labeled K-

6 ACC00045 and K-ACC00046 in response to Request No. 7.

7 Please provide an organizational chart illustrating the officers,

8 directors and managers for APS.

9 APS produces its current organizational chart identifying officers

10 and directors, and showing managers by title, as of March 24, 2019. This document will

l l be provided pursuant to a Protective Agreement as a Confidential document Bates

12 labeled K-ACC00047.

13 Please provide an organizational chart illustrating the officers,

14 directors and managers for Pinnacle West.

15 RESP ONSE: Pinnacle West produces a list of its officers and directors as of

16 March 24, 2019. Please see the document Bates labeled K-ACC00048.

17

18

19 made by APS. Please indicate to whom the contribution was made, the amount of the

20 contribution, the date, and the purpose.

21 APS does not make political contributions. In addition to the

22 General Objections, APS further objects that the phrase "political contribution" is vague

23 as no definition of this term is provided.

24 RE Q UE ST 2: For each calendar year, please list each expenditure made by APS

25 for lobbying purposes. Please indicate to whom the payment was made, the amount of

26 the payment, the date, and the purpose.

27 The Companies provide the following information in response to

28 this request, subject to the objections below.

_ 4 _



l TABLE 1
APS OUTSIDE L OBBYING EXPENSES
CALENDAR YEARS 2013 thfgugh 2018

Year
Total

Expendi tu res

2013

2014

2015

2016

2017

2018

$704,204

$718,406

$373,226

$465,182

$455,707

$345,789

lobbying expenditures are not included in rates.l

In addition to the General Objections, APS further objects to Request No. 2 as

overly broad and seeking information irrelevant to the docket and to APS's rates as all

The Companies further object that the

request is vague as no definition of lobbying is provided. For purposes of this response,

the Companies define lobbying consistent with the definition provided in Ariz. Rev.

Stat. §41-1231.

RESPONSE: APS provides the following information in response to this

request, subject to the objections below.

I The Settlement approved in Decision No. 71448 (December 30, 2009), prohibits APS from including
lobbying expenses in rates.

2

3

4

5

6

7

8

9

10

l l

12

13

14

15

16

17 REQUEST 3: For each calendar year, please list each marketing/advertising

18 expenditure made by APS. Please indicate the nature of the expenditure, the amount,

19 the date, and the purpose.

20

21

22

23

24

25

26

27

28
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TABLE 2

APS ADVERTISING AND MARKETING EXPENSES
CALENDAR YEARS 2013 through 2018

Year Total
Expenditur es

2013

2014

2015

2016

2017

2018

$5,251,189
$8,907,475
$3,999,925

$3,816,198
$3,739,082
$8,891,357

The expenditures listed above include payments for general advertising as well as

creating, producing and placing advertising media and materials, purchase of stock

videos, photographs, music, and  voice-overs  used  in  the creation  of advert is ing

materials, advertising agency retainers, and publication of required public notices for

Commission hearings. Also included are expenditures for Commission-approved

limited-income weatherization programs, demand-side management, energy efficiency,

and renewable energy program advertising and marketing.

RE Q UE ST 4:

In addition to the General Objections, APS further objects to Request No. 3 as

overly broad and seeking information irrelevant to the docket and to APS's rates to the

extent it seeks expenditures that are not included in rates. APS also objects that the

request is vague as no definition of marketing and advertising is provided.

Please p rovide a lis t  o f all expend itu res  to  5()l(c)(3) and

501(c)(4) organizations made by APS in each calendar year. Please indicate to whom

the expenditure was made, the amount of the expenditure, and what the expenditure was

for.

RESP ONSE:

1

2

3

4

5

6 .

7

8

9

1 0

l l

1 2

1 3

1 4

1 5

1 6

1 7

1 8

19

2 0

21

22

23

2 4

25

26 APS provides the following information in response to this

27 request, subject to the objections below.

28
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TABLE 3
APS CHARITABLE DONATIONS

CALENDAR YEARS 2013 through 2018

Total DonationsYea r

2013

2014

2015

2016

2017

2018

$7,440, 183

$7,563,116

$6,576,160

$6,315,490

$6,413,394

$5,610,690

11

1

2

3

4

5

6

7

8

9

10 APS is proud to be part of a vibrant community in Arizona, and believes

corporate giving contributes to the creation of a strong and sustainable economy. The

12 donations above provide support to various non-profit organizations that enrich

13 Arizona's community, its businesses and its residents. These donations have no impact

on APS customer rates.14

TABLE 4
APS FOUNDATION DONATIONS

CALENDAR YEARS 2013 through 2018

Year Total Donations

2013

2014

2015

2016

2017

2018

$3,023,685

$2,583,840

$2,921,300

$1 ,648, 100

$2,780,700

$2,946,495

1 5

1 6

17

18

19

2 0

21

22

23

24

25 The donations shown in the above table represent the charitable giving of the

26 APS Foundation. The Foundation supports programs that enhance academic

27 achievement and focus on STEM (science, technology, engineering and math), with the

28
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111. AFFILIATED INTERESTS RESPONSES FOR
2013, 2014, 2015, 2016, 2017 AND 2018

1

REQUEST1:

RESPONSE:

REQUEST 2:

Please provide a list of all donations for political purposes made

by Pinnacle West in 2013, 2014, 2015, 2016, 2017, and 2018. Please indicate to whom

the donation was made, the amount of the donation, and what the donation was for.

Please indicate which, if any, were made under APS's name or brand.

Pinnacle West produces documents reflecting contributions made

to third parties for political purposes from 2013-2014 in a manner similar to its public

reporting for 2015, 2016 and 2017, subject to the objections below. See document Bates

labeled K-ACC00049. Responsive information for 2017 is available at

http://www.pinnaclewest.com/about-uslcorporate-,qovernance/Political-Participation-

Policv/default.aspx.

In addition to the General Objections, the Companies further object to this

Request as overly broad and seeking iiNormation irrelevant to  the docket and the

Commission's rate making function as all Pinnacle West political expenditures are not

included in rates charged to customers by APS. The Companies also object that the

request is vague as no definition is provided for the terms "donation" and "political

purposes." The Companies interpret these terms consistent with Section 2 of Pinnacle

West's Political Participation Policy.

Please provide a list of all expenditures to 501(c)(3) organizations

made by Pinnacle West in 2013, 2014, 2015, 2016, 2017, and 2018. Please indicate to

1 goal of creating a sustainable workforce and attracting and retaining high quality

2 businesses in Arizona.

3 In addition to the General Objections, APS further objects to Request No. 4 as

4 overly broad and seeking information that is irrelevant to this docket and to APS's rates.

5 Donations made to 501(c)(3) organizations by the APS corporate giving program are not

6 included in customer rates. See a lso response and objections to Request No. 1.

7

8

9

1 0

11

12

1 3

1 4

15

1 6

17

18

19

2 0

21

22

23

2 4

25

2 6

27

28
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R E SP O NSE :

RESPONSE:
I
I
l

REQUEST 4:

RESPONSE:

whom the expenditure was made, the amount of the expenditure, and what the

2 expenditure was for. Please indicate which, if any, were made under APS's name or

3 brand.

4 Please see response to Written Request No. 4 above, which

5 contains information about APS's donations through its corporate giving program as

6 well as donations made by the APS Foundation. Many, if not all, of these expenditures

7 are made to entities organized under Section 501(c)(3) of the tax code. In addition to the

8 General Objections, the Companies further object that this request is overly broad and

9 seeks information that is irrelevant to this docket and to APS's rates to the extent this

10 requests seeks expenditures that are funded by Pinnacle West or APS, but not included

11 in customer rates.

12 REQUEST 3: Please provide a list of all expenditures to 501 (c)(4) organizations

13 made by Pinnacle West in 2013, 2014, 2015, 2016, 2017, and 2018. Please indicate to

14 whom the expenditure was made, the amount of the expenditure, and what the

15 expenditure was for. Please indicate which, if any, were made under APS's name or

16 brand.

17 Please see response and objections to Affiliated Interest Request

18 No. l above.

19 Please list each marketing/advertising expenditure made by

20 Pinnacle West in 2013, 2014, 2015, 2016, 2017, and 2018. Please indicate the nature of

21 the expenditure, the amount, the date, and the purpose.

22 Pinnacle West provides the following response, subject to the

23 objections below.
24

25

26

27

28

_9-



TABLE 5
PINNACLE WEST ADVERTISING AND MARKETING EXPENSES

CALENDAR YEARS 2013 through 2018

Year Total
Expenditur es

2013

2014

2015

2016

2017

2018

$3,677,013

$3,723,946

$3,896,234

$3,981 ,946

$4,004,028

$5,137,983

Pinnacle West also objects that the

R EQUEST 5:

Please describe how these entities are funded.

RESP ONSE:

1

2

3

4

5

6

7

8

9

1 0
1 1 Pinnacle West invests in the greater Arizona community through marketing, advertising

12 and sponsorship of various organizations and events.

13 In addition to the General Objections, Pinnacle West further objects to Request

14 No. 4 as overly broad and seeking information irrelevant to the docket as the

15 information requested is not included in rates.

16 request is vague as no definition of marketing and advertising is provided.

17 Please describe any foundations or other entities (formed for

18 charitable or other philanthropic purposes) that are related to APS and/or Pinnacle West.

19 Please describe the arrangements

2() governing the Foundation's use of APS's name or brand.

21 . Please see the Companies' response to Document Request No. 7

22 above, which contains responsive information about the APS Foundation.

23

2 4

25

26

27

28
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EXHIBIT A:  GENERAL OB CTIONS

; APS and Pinnacle West make the following General Objections to each of the

3 above document requests .

4 1. The Companies object to the Request to the extent it calls for the

5 production of documents outside the custody, control, and possession of APS.

6 2. The Companies object to the enforcement of this Request against Pinnacle

7 West pursuant to A.R.S. § 40-241 because Pinnacle West is not a public service

8 corporation.

9 3.

The Companies object to  the enforcement of the Request against the

244 and A.A.C. R14-3-109 because those provisions

The Companies object to the enforcement of the Request against Pinnacle

I 0 West pursuant to Ariz. Const. Article 15, Section 4 because Pinnacle West is not a

11 public service corporation, and the information sought is unrelated to any allegation or

12 investigation of a violation of Arizona's securities laws or any other law enforced by the

13 Commission .

14 4.

15 Companies pursuant to A.R.S. § 40-

16 do not apply to the information sought in the Request.

17 5. The Companies object to the enforcement of the Request because the

18 information sought is not relevant to APS's rates or any allegation or investigation of a

7.

19 violation of any law.

2 0 6. The Companies object to the enforcement of the Request to the extent that

21 the information demanded falls outside Me scope of A.A.C. §§ 14-2-801 et seq., which

22 sets forth the specific information that APS must report to the Commission concerning

23 its relations with affiliates.

2 4 The Companies object to the enforcement of the Request to the extent that

25 it seeks information about the APS Foundation because APS Foundation is not a public

26 service corporation, nor is it a publicly traded corporation, and therefore falls outside die

27 Commission's regulatory jurisdiction.

28
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RESPECTFULLY SUBMITTED this 29th day of March 2019.

By: f*\ 1
Melissa M. Krueger
Thomas L. Mum aw
Theresa Dwyer
Attorneys for Arizona Public Service Company

ORIGINAL and thirteen (13) copies
of the foregoing filed this 29th day of
March 2019, with:

1 8. The Companies object to the production of materials protected by attorney

2 client privilege or the work product doctrine. The Companies further object to providing

3 a privilege log because of the related burden and expense. See Ariz. R. Civ. P.

4 45(<>)(5)(A). (6)(A).

5 9. The Companies object to the production of documents and information

6 protected by the First Amendment of the United States Constitution and the Arizona

7 Constitution, including, but not limited to, documents reflecting the Companies' internal

8 deliberations concerning First Amendment activities.

9 10. The Companies reserve any and all further objections that they may have

10 to any Subpoena requesting substantially the same information as contained in the

11 above-referenced Requests.

12 l l . The Companies object that this subpoena is unenforceable pursuant to

13 A.R.S. § 40-241 or Ariz. Const. Article 15, Section 4 because it has not been issued or

14 enforced by the Commission as a whole.

15 12. The Companies further object to the extent these requests seek the creation

16 of new documents, rather than the production of documents in the Companies'

17 possession and control. The Companies have, in lieu of providing written responses,

18 submitted responsive documents or compilations of documents.

19

20

21

22

23

24

25

26

27

28
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Docket Control
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007

COPY of the foregoing mailed/delivered
this 29th day of March 2019 to:

Robin Mitchell
Legal Division Interim Director
Arizona Co oration Commission
1200 West Washier ton
Phoenix, AZ 8500

Elijah Abinah
Utilities Division
Arizona Corporation Commission
1200 W. Washier ton
Phoenix, AZ 858m

2

3

4

5

6

7

8

9

10

11

12

Jane Rodda
Chief Administrative Law Judge
Arizona Corporation Commission
1200 w.  Wash ier  ton
Phoenix, AZ 85807

13

14

15

16

17

18

19

2 0

21

22

23

2 4

25

2 6

27

28

-13-



l
l
3
I

Document Requests



Request 1:

FERC Form 1, years 2013-2018, can be accessed at
https://ferc.gov/docs-

f il ing/elibrarv.asp?csrt=3S54995016603330116



Request 2:

SEC 10K f iled by Pinnacle West, years 2013-2018, can be
accessed at

https://www.sec.gov/edgar/searchedgar/companvsearch.h

IM



Request 3:

Pinnacle West's annual report to shareholders, years
2014-2018, can be accessed at

http://www.pinnaclewest.c0m/investors/reports/annual-
report/default .aspx
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FINAL 5/8/2013

PINNACLE WEST CAPITAL CORPORATION
1st QUARTER 2013 EARNINGS CONFERENCE CALL

MAY 3, 2013

Becky Hickman

Thank you, Christine.

I'd like to thank everyone for participating in this conference call and webcast to review our
first-quarter 2013 earnings, recent developments and operating performance.

Our speakers today will be our Chairman and CEO, Don Brandt, and our CFO, Jim Hatfield. Jeff
Guldner, who is APS Senior Vice President of Customers and Regulation, is also here with us.

Before I turn the call over to our speakers, I need to cover a few details with you.

First, the slides to which we refer are available on our Investor Relations website, along with
our earnings release and related information. Please note that the slides contain
reconciliations of certain non-GAAP financial information. Also, all of our references to per-
share amounts will be after income taxes and based on diluted shares outstanding.

It is my responsibility to advise you that this call and our slides contain forward-looking
statements based on current expectations, and the company assumes no obligation to update
these statements. Because actual results may differ materially from expectations, we caution
you not to place undue reliance on these statements. Our first-quarter Form 10-Q was filed this
morning. Please refer to that document for "Forward-Looking Statements" cautionary
language, as well as the Risk Factors and MD&A sections, which identify risks and uncertainties
that could cause actual results to differ materially from those contained in our disclosures.

A replay of this call will be available on our website for the next 30 days. lt will also be available
by telephone through May 10.

At this point, l'll turn the call over to Don.

1
l

l

i
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FINAL 5/8/2013

Don Brandt

Thanks, Becky. And thank you all for joining US on the call today.

This year so far, we have made progress in a number of key areas in our core electric utility
business. This progress includes:

First, strategically adding generation resources,

Second, continuing collaboration on Arizona's regulatory environment and energy

future,

Third, maintaining operational excellence,

Fourth, strengthening our financial outlook, and

And finally, positioning ourselves to benefit from economic recovery in Arizona.

Jim and l will provide more information on these areas through our remarks today.

Looking first at our generation resources

Today, I'll update you on 2 components of our generation resource program: utilityscale solar
resource additions and the planned Four Corners acquisition.

As you know, through AZ Sun, APS develops and owns utility-scale, photovoltaic solar plants in
Arizona.

In early April, we announced the 32-megawatt Gila Bend solar power plant, which will be
located about 70 miles southwest of Phoenix.

We now have projects in service or committed for a total of 150 megawatts, with projected
capital investments of $614 million.

l

To date, we've placed a total of 86 megawatts into commercial operation at 5 plant sites. The
most recent addition was the 17-megawatt 1st phase at the Yuma Foothills plant in
southwestern Arizona, which went into service on March 19th.

Construction and other development activities are currently under way for another 64
megawatts at 3 sites in Arizona - Yuma Foothills Phase 2, Hyder 2 and the newly announced
Gila Bend site. We expect those facilities will go into operation in 2013 and 2014.

2
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Also of note on the solar generation front, we expect the 250-megawatt Solana Power Plant
near Gila Bend to go into commercial operation this summer. As a reminder, APS has a 30-year
purchase power agreement for all of the output from the Solana plant, which is being built and
will be owned and operated by Abengoa Solar. Solana is a concentrating solar trough plant
with thermal storage capability for 6 hours after the sun goes down.

We're continuing with our plan to acquire Southern California Edison's interest in the Four
Corners coal-fired plant in northwestern New Mexico. I will outline the major 'next steps" of
our plan:

•

.

.

Since late 2012, the Navajo Nation and BHP Billiton have been working on the sale of

the coal mining operation serving the plant to the Navajo Nation from BHP. On

Monday, the Navajo Nation Tribal Council approved formation of a special-purpose

corporation to enable the mining operation transfer. The tribal council vote's a

significant, positive milestone along the way here in our acquisition of the additional

resources at Four Corners. Negotiations between the Navajo Nation and BHP are still

underway.

Key terms of the new coal supply contract for Four Corners are being finalized by APS,

the other Four Corners coowners and the Navajo Nation.

We are targeting mid2013 to close APS's Four Corners acquisition from SoCal Edison,

following satisfactory completion of the coal supply contract and finalization of other

typical closing conditions.

Shortly after the acquisition is complete, APS will file an application with the Arizona

Corporation Commission to put the Four Corners additions into retail rates, as permitted

by the 2012 retail regulatory settlement. We expect a decision - and the related rate

adjustments - in early 2014.

Turning to Arizona regulation

APS's 2012 retail regulatory settlement has positioned us well for the next several years.
However, there are still regulatory developments under way in our state. Several topics are
currently in various stages of consideration, and including, among others, the ACC's interest in:

•

.

One -Understanding the impacts of the existing net metering policy for distributed

renewables - that is, rooftop solar. This topic is being discussed in a series of Aps-led

technical conferences and we expect it to be the subject of the filing later this year.

And second - Examining the existing energy efficiency and renewable energy standards.

These reviews are expected to be undertaken through individual utility dockets and

broad policy processes.

3
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FINAL 5/8/2013

On these and other issues, we're continuing to work with the Arizona Corporation Commission
and various stakeholders on a collaborative approach to the State's energy future. We realize
these policy issues require careful study and consideration to ensure that strong service
reliability and fair prices are available to all customers; that subsidies are both transparent and
fair for all customers, and that shareholder returns will support continuing needed investments
in infrastructure.

Turning to our operational performance for a few minutes

Excellence in day-to-day operations remains a top priority.

Our baseload nuclear and coal fleet continues to turn in solid performance.
During the first quarter, our Palo Verde nuclear generating station operated at a 99% capacity
factor. This year's planned spring refueling outage began in Unit 1 on March 30th and was
completed last Sunday afternoon, April 28th. The outage, which was completed in under 30
days, was the shortest in Palo Verde's history. More importantly, the outage was accomplished
with zero OSHA recordable and also, the outage set an industry-leading record for lowdose
exposure. My person thanks for a job well done is going out to every member of the Palo
Verde employee team.

Our fossil plants have also operated well. Our coal plants have increased generation to take
advantage of the higher near-term natural gas prices.

We continue to garner external recognition for our customer service and corporate initiatives.
Today, l'll highlight a few recent items

In February, J.D. Power and Associates released the results of its most recent business customer
survey. APS continues its record of top-decile ratings for overall customer satisfaction. In the
most recent results - and repeating its ranking from last year - APS ranked 4th nationally among
44 large, investor-owned electric utilities. More specific to our region, we were once-again
rated 2nd among the 10 investor-owned utilities in the West.

We're pleased at APS's accomplishments installing and promoting solar power and promoting
energy efficiency have been recognized by a number of independent third parties. For
example:

. In April, APS was again named one of the 10, ranking fourth, solar electric utilities in the

United States by the Solar Electric Power Association. This year makes the 6th

consecutive year APS has been on the list.

l
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. In addition, for the 4th consecutive year, APS was awarded the EPA's highest honor for

continued leadership in protecting the environment through energy efficiency

programs. The ENERGY STAR Sustained Excellence Award recognized APS for its role as

a regional leader in energy efficiency and its ongoing involvement in 2 energy efficient

home programs.

And finally, for the 3rd year in a row, Corporate Responsibility Magazine named Pinnacle West
among its "100 Best Corporate Citizens" based on the magazine's evaluation of U.S. companies
across a complete spectrum of environmental, social and governance criteria.

To close my remarks, I am proud with where our company is today and very optimistic about
our future. We expect to continue achieving top-tier performance through planning and
execution in key strategic and operational areas in our core utility business - areas in which our
talented leadership team and workforce perform very well.

Now, l'II turn the call over to Jim for our financial and economic overview.

Jim.

Jim Hatfield

Thank you, Don.

Today, l'll discuss the following topics:

.

l

First, I will review our first quarter results, including earnings and the primary variances

from last year's corresponding quarter,

Second, I will provide a brief update on the status and outlook for the Arizona economy,

Third, I will review our 2013 earnings guidance and financial outlook, and

Finally, I will discuss a few other current financial topics.

Slide 6 summarizes our reported and on-going earnings for the quarter.

On a GAAP basis, for this year's first quarter, we reported consolidated net income attributable
to common shareholders of $24 million, or 22 cents per share, compared to a net loss of $8
million, or 8 cents per share, for the prior year's first quarter.

Our on-going earnings increased 29 cents per share. For the 2013 first quarter, we had
consolidated on-going earnings of $24 million, or 22 cents per share, versus an on-going loss of
$7 million, or 7 cents per share, for the same quarter a year ago.

Slide 7 reconciles our first quarter GAAP earnings per share to our on-going earnings per share.

5
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The amount for first quarter 2012 excludes results related to our discontinued operations.

My remaining comments on the quarter will focus on on-going results.

Moving to Slide 8, you see the variances that drove the change in quarterly ongoing earnings
per share.

First, an increase in our gross margin added 28 cents per share compared with the prior-year's
first quarter. Several items comprise this positive net variance, and I will cover those items in
more detail on the next slide.

l

l
l

Second, lower infrastructure-related costs improved earnings by 6 cents per share, primarily
because of lower interest rates in the current year.

Third, the net effect of miscellaneous items improved earnings by 2 cents per share.

Fourth, higher operations and maintenance expenses reduced earnings by 7 cents per share.
The expense increase consisted largely of:

.

.

Higher performance-based compensation costs resulting from improvements in the

company's stock price and estimated full-year performance,

Higher employee benefits costs related primarily to the effects of the amortization in

this year's first quarter of certain pension and other post retirement benefits costs,

compared with the regulatory deferral of such costs in 2012; and

Higher information technology costs.

These O&M increases were partially offset by lower generation costs as a result of less planned
maintenance being completed early in this year compared with 2012.

This O&M variance excludes expenses related to the Renewable Energy Standard, or "RES,"
energy efficiency and similar regulatory programs, all of which were essentially offset by
comparable revenue amounts under adjustment mechanisms.

Turning to Slide 9 and the components of the net increase in our gross margin

6

H:\ IR\2013 IR Pr o l ects\Qu ar ter l y  Ear n i n g s\1Q 2013\Scr i p ts & Tr an scr i p ts\1Q13_Tr an scr i p t_FINAL .d o cx

K-ACC00019
Page 6 of 21



FINAL 5/8/2013

Total gross margin increased 28 cents per share compared with last year's first quarter. The
main components of that increase were as follows:

•

.

i

•

•

.

.

APS's regulatory settlement, which became effective July 1, 2012, improved gross

margin by 13 cents per share, almost all of which was comprised of a nonfuel base rate

increase. When the 2012 settlement became effective in July, the Company also began

recording revenues from the new Lost Fixed-Cost Recovery mechanism - or "LFCR" -

and stopped recording the line extension fees as revenues.

Higher weather-normalized retail kilowatt-hour sales, after the effects of customer

conservation, energy efficiency programs and distributed renewable generation,
increased our earnings by 6 cents per share. This variance was primarily driven by

customer growth of 1.4% in the quarter compared to the same period a year ago. In

addition, this variance reflects the effects of customers' usage patterns and related

pricing.

The effects of weather variations improved earnings by 6 cents per share. This year's

first quarter was cooler, or more favorable than normal, while the 2012 first quarter was

milder, or warmer than normal. In the first quarter, residential heating degree-days

were 24% above normal and 47% higher than the comparable quarter last year.

The retail transmission revenue changes that became effective last summer improved

earnings by 6 cents per share.

The net effect of other miscellaneous items increased our gross margin by 1 penny per

share.

And, increased fuel and purchased power costs, net of higher off-system sales and lower

mark-to-market valuations, reduced earnings by 4 cents per share.

Turning to Slides 10 and 11 and looking at our fundamental growth outlook and the Arizona
economy

Economic growth in Arizona continued to improve in the first quarter of 2013, although the
growth remains modest as has been the case for the last several quarters.

As shown on Slide 10, the rate of overall job growth has been positive for the last two years and
appears to be currently stabilizing around the 2% level. Nearly all of the major industrial
sectors are experiencing some growth. The sustained growth in jobs has been helpful in
supporting gradual growth in incomes and consumer spending and has pushed the
unemployment rate down generally in parallel with national trends.

While these trends are positive, we believe that we still have, at a minimum, a few more
quarters to a year to go before we see local markets returning to more normal conditions.

7
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On Slide 10, you can see our estimate of the amount of vacant homes and apartments that
presently exists in our Metro Phoenix service territory. In the first quarter of 2013, the number
of vacancies has continued to fall such that we are currently at levels not seen since 2007.
These absorptions have sparked renewed interest in the single family housing market. We
believe we are on pace to further reduce these vacancies throughout the remainder of 2013 to
a level where existing home resale pricing will be more supportive of new home construction.
However, homebuilders will need to acquire and develop land, attract skilled labor and control
building materials costs.

On Slide 11, you can see the recent trends in Metro Phoenix home prices as reflected in the
Case-Shiller repeat sales index. Throughout 2012, we saw an uptick in existing home prices,
which has continued into 2013.

Even with the rebound in pricing, affordability of single family housing remains high by
historical standards, and combined with an improving economy, is the key support for current
housing demand. The decline in vacancies, coupled with the increase in prices, is evidence of
the continuing progression of the housing market back to more normal conditions.

This slide also shows that similar conditions are present in the commercial real estate market.
As you can see on the slide, vacancy rates for office and retail space have begun to fall from
their peak levels, but remain quite high, while those for the industrial space have fallen more
dramatically. Again, we view this as a positive trend, but believe that the extent of vacant
space in office and retail markets means that the recovery for new office and retail construction
will likely lag that for new homes.

On balance, we see signs of improvement in all economic indicators, which paint a picture of
continuing steady recovery, but it will still be about a year before the Arizona economy has
returned to normal levels of economic activity and growth.

Reflecting this steady improvement in economic conditions, APS's customer base grew 1.4% in
this year's first quarter compared with the same quarter a year ago.

Over the long term, we believe the fundamentals that have been important to Arizona's growth
are still here, and that our growth rate in customers will return to more typical levels. Looking
at the next several years, we currently expect annual customer growth to average about 2% for
2013 through 2015, with growth rates higher at the end of the period than in the near-term for
the reasons l've just discussed.

Additionally, we expect our annual weather-normalized retail sales in kilowatt-hours to increase
by less than 1% on average from 2013 through 2015, primarily due to customer conservation
and energy efficiency and distributed renewable generation initiatives offsetting the modest
recovery in the economy and customer growth.
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Next, I will discuss our earnings guidance and financial outlook.

As shown on Slide 12, we expect Pinnacle West's consolidated on-going earnings for 2013 will
be near the top end of our guidance range of $3.45 to $3.60 per share. The key factors and
assumptions that underpin our guidance are listed in the appendix to our slides. Our first
quarter 2013 earnings benefited by 5 cents per share from more favorable than normal
weather and from changes in customer usage patterns and related pricing. As we do every
quarter, we will review our earnings guidance when we report second quarter results. Further
effects from weather, customer usage factors, continued execution on our cost initiatives and
lower interest rates could cause us to adjust our guidance later this year.

i

lSlide 13 illustrates our long-term financial outlook:

.

.

We continue to expect to grow our dividend by approximately 4% annually. Of course,

future dividends are subject to declaration at the Board of Directors' discretion.

The Company's goal continues to be an annual consolidated earned return on average

common equity of at least 9.5% through 2015.

And, finally, I'd like to discuss a few other financial topics.

Our recent financing activities include 3 transactions:

.

.

.

In March, APS issued $100 million of 4.50% unsecured senior notes that mature on April

1, 2042. Net proceeds from sales of these notes were used to repay short-term
commercial paper borrowings.

In April, APS refinanced its $500 million revolving credit facility that would have matured

in February 2015, with a new $500 million facility that extends to April 2018.

On May 1st, APS purchased all $32 million of the Maricopa County 2009 Series C

pollution controls bonds which are expected to be remarketed within the next twelve

months.

I

l
I

Looking ahead, we still expect to issue debt to fund the acquisition of Southern California
Edison's interest in the Four Corners plant later this year, if the transaction is consummated.

We also continue to project we will not need to raise additional common equity until 2014 at
the earliest. The timing and amount of any equity issuance would facilitate rebalancing APS's
capital structure and provide support for the company's credit metrics.
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Since bonus depreciation was extended for 2013 by the new tax act, many of you have asked
about the impact of the extension. We estimate that, as a result of the combination of the
provisions of the 2012 and 2010 tax acts, total cash tax benefits from bonus depreciation could
be up to $400-500 million. We anticipate these tax benefits will be fully realized by APS by the
end of 2013, with a majority of the benefit having been realized by the end of 2012.

So, in closing

l

We are confident in our expectations to achieve our financial objectives through 2015 - that is,
during the base-rate, stay-out period. Our confidence is supported by the gross margin
mechanisms contained in the retail rate settlement, coupled with our demonstrated
operational execution and cost management abilities. Additionally, our outlook conservatively
assumes a modest economic recovery. An accelerated return to economic growth should
provide upside to our outlook.

This concludes our prepared remarks.

Operator, we would be pleased to take questions at this time.

QUESTION AND ANSWER SESSION

Operator Our first question comes from the line of Greg Gordon with IS
Group.

Greg Gordon Thanks, good morning guys. Congratulations on a great start to
the year. l'm just looking at Slide 17 of your presentation, where
you lay out the drivers for the medium-term earnings outlook. To
me, there seems to be a modest but notable change there, in that
your prior guidance presumed relatively flat retail electricity sales
volume growth through '13 to '15, and now you're assuming that
you will actually see some modest growth. lust wanted to make
sure I'm seeing that correctly that you have revised up your sort
of net kilowatt hour sales growth assumptions?

Jim Hatfield Greg that's exactly right, and we've seen now for two quarters
positive sales growth. While we were assuming flat, in the
shoulder quarters for us, which were the fourth quarter and first
quarter, it's hard to read a long-term pattern, but at this point, we
do see very modest growth where we saw flat previously.
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Greg Gordon Well, would you still, with your base case still assuming that you
earned under your authorized ROE, wouldn't that give you the
operating leverage to potentially close the gap towards the 10%
growth aspiration?

Jim Hatfield Oh, absolutely.

Greg Gordon The 10% ROE aspiration, sorry.

Jim Hatfield Yes, absolutely.

Greg Gordon

l

The other thing that I'm wondering is whether you have any more
refinancing opportunities that could further reduce your interest
cost? You commented on the potential for lower interest rates
later in the year causing you to further revise your outlook. Are
you looking at opportunities for big maturities coming due that
you could refinance lower?

Jim Hatfieldn
I

We don't have anything for the rest of the year, other than what I
talked about in my remarks, Greg, and I don't think we have
another opportunity until '14.

Greg Gordon Then where do you stand on sort of ongoing cost-management
opportunities? This is the first time in a decade that you haven't
had to turn around and just file another rate case after resolving a
regulatory uncertainty. Last time we spoke, you talked about a
whole number of sort of operating efficiency and cost-cutting
measures that you were looking at. Is there any update on that?

Jim Hatfield Yes, I would say we're executing against our plan. l'm very
pleased on where we are. If you look at the first quarter, you
really have a couple of drivers that caused the $0.07 comparison,
and one is the stock compensation. That'sjust based on stock
price, all-time high. The second is really the deferral, amortization
of the deferral from our 2009 rate case on pension, which
theoretically we got recovery for in the non-fuel base-rate
increase, so l'm very pleased. The IT costs that I mentioned being
higher quarter to quarter, we've decided to make some strategic
investments into IT that should drive down cost beginning 2014
and beyond, so it's a very conscious thing on our part to take this
opportunity to invest in the future. Other than that, costs would
have came in flat year over year.

1 1
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Don Brandt Greg, Don here. Let me add to that, too, as I know you and others
that were out for our Analyst Day last fall saw the extensive
presentations that both Jim Hatfield here and Mark Schiavoni
covered, and they are spearheading this effort with the entire
officer team. I don't characterize it, as you know, as cost cutting,
but we're putting in processes that better coordinate across
operating units within the Company, and streamlining some of the
efforts. We're seeing the results of that, and very optimistic
about continuing results through the balance of this year, and
frankly for years well into the future.

Greg Gordon Don, would it be fair to say if the economy in Arizona and Phoenix
does continue to accelerate and you have some success in these
cost control initiatives that Arizona Public Service actually earning
its authorized return is possible over the forecast period for the
first time in a long time?

Don Brandt Yes, very much so.

Greg Gordon Thank you.

Jim Hatfield Thank you, Greg.

Operator Our next question comes from the line of Kevin Cole with Credit
Suisse. Please proceed with your question.

Kevin Cole Don and Jim, I guess on the back of Greg's question, does the
stronger realized performance, and I guess now expectations,
change your dividend recommendations to the Board from the 4%
annual increase?

Don Brandt Kevin, we visit that with the Board in the fall at the October
meeting, and I think our aspirations that we've laid out at least for
right now remain the same going forward.

Kevin Cole Okay. Then I guess with the ACC's review of net metering in the
states, I think 22% energy efficiency standard? Is this a result in
change of tone or realization that the programs are becoming
increasingly regressive as they scale up? I guess is it also safe to
say that this study is not to become more accommodative
towards net metering?
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Don Brandt I wouldn't characterize it as not more accommodating or less
accommodating. think both right now we're in a series of
information-gathering meetings and open to the public and
interested parties, voice concerns in that. Our primary interest is
to make certain that one, all the parties and the Commission
understands what in fact the subsidies are -- that they are
transparent, and that there are some clear policy decisions being
made going forward. Our primary interest is creating a
sustainable energy future for Arizona, and clearly we've been
supportive, as the record indicates, of solar across the board.
Utility-scale owned by us, utility-scale owned by others like
Abengoa's project that will be the largest of its kind in the world
when it's done in a couple months, and roof-top solar has been a
big -- residential roof-top solar has been a big component, and I
expect it to continue to be so in Arizona.

Kevin Cole

l

Have you run any initial numbers to see how -- what the impact of
net metering or of energy efficiency, if it gets let's say beyond the
low-hanging fruit to something like 10% or greater magnitude -
what sort of impact that has on de-skewing rates from, towards
the lowerincome folks -- I guess de-skewing rates downward?

Don Brandt Yes, we've got a variety of different scenarios we've run. We've
got the cost, and that's what we're basically talking to all of the
parties about -- here are the facts and how does going forward,
what might our recommendations to the Commission, what might
be their recommendations to the Commission, on how to design
rates to basically create an environment that's fair to all
customers.

Kevin Cole Great. Thank you guys, congrats on a good quarter.

lim Hatf ield Thanks, Kevin.

Operator Our next question comes from Neil Mehta with Goldman Sachs.
Please proceed with your question.

Neil Mehta How are you thinking about the timing of your next rate case,
especially given some operational execution we've seen over the
last couple quarters? How does that timing impact the way you
think about issuing equity?

13

H:\IR\2013 IR Proj ects\Quarterly Earnings\1Q 2013\Scripts s. Transcripzs\1Q13_Transc1ipt_FlnAL.doo<

K-ACC00019
Page 13 of 21



FINAL 5/8/2013

Jim Hatfield Well, as we've said before, Neil, we have the option to file a case
in May 31, 2015. We're not obligated to file a case, so we'II
obviously look at interest rates, allowed ROEs, and how we're
performing, and make a determination there. As we've said
before, the commentary around 2014 assumes that's a test year,
and believe we have the ability to not issue in '14, if '14 doesn't
become a test year. We're really looking at equity. At the same
time, we're really looking at what a test-year scenario would be.

Neil Mehta Got it. Then related to transmission, which has obviously been a
big part of the rate base growth story here, do you see upside to
your transmission CapEx program over the next couple of years?

Jim Hatfield Not over the next couple years, though. No, Neil.

Neil Mehta Okay. Finally, when's the earliest you would need new generation
in Arizona?

Jim Hatfield Well, we don't see a need for base load until into the next decade
at some point. l

l
lNeil Mehta All right, thank you very much.

Operator Our next question comes from the line of Paul Ridzon with
KeyBanc Capital Markets. Please proceed with your question.

Paul Ridzon What was the impact of the roll-off of pension deferral?

Jim Hatfield In terms of the quarter?

Paul Ridzon Yes.

Jim Hatfield The pension deferral in the quarter I think was about $0.06.

Paul Ridzon $0.06, is that going to be ratable through the year?

Jim Hatfield It will be ratable for the second quarter, and then we'll have an
even comparison from starting the July 1, 2012, rate case.

Paul Ridzon Okay. Thank you very much, and congratulations on the quarter.

Jim Hatfield Thanks, Paul.

14

H:\IR\2D13 IR Prolec\s\Quar\erly Earnings\1Q 2013\$cripYS & Transcripts\1Q13_Transcript_FINALdoo<

K-ACC00019
Page 14 of 21



FINAL 5/8/2013

Operator Our next question comes from the line of Ali Agha with SunTrust.
Please proceed with your question.

Ali Agha

l

Jim, listening to your comments, fair to say that Q1 came in ahead
of your internal budget, and was it weather? Can you just confirm
that, and how much ahead was it indeed, if you look at the final
numbers? l

1

Jim Hatfield Well, l'm not going to comment on how it compared to budget,
but I will say we were positively viewed the customer growth
number and sales growth, which obviously we're ahead of
expectations since we had talked about flat sales growth. lthink
we're very pleased, as well, with the execution on the cost
management side, SO we did have a good quarter, and we are
executing against the plan.

Ali Agha Also to clarify your remark with regards to the range for the year,
clearly the bias is to the upside and is it -- I mean, when you talked
about lower interest later in the year perhaps causing you to go
above that or reconsidering that, can you just clarify that to your
other remark that there is no refinancing alternative for you for
the rest of the year? Is it load growth or what would cause you to
change that range for the year?

Jim Hatfield

I

Well, I think we've had, like I said earlier, we've had positive sales
growth the last two quarters. l've said out talking to investors
that we're very loath to look at a fourth-quarter, first-quarter
scenario and talk about that's a trend, because you get a lot of
abnormalities on a shoulder quarter as it relates to revenue and
pricing, so continuation to load growth, continuation of the
execution of the cost management would be things to look at
after the second quarter, and just ensure that we're executing on
the year.

Ali Agha Also to clarify, the 6% rate-base growth annual number, '13, '15
feeler, just remind me, is that using the '12 actual and then
growing it over '12 to '15, or is that '13 actual and then '13 over
'15?

Jim Hatfield It's '12.

Ali Agha '12 actual through '15 on a compound annual basis?
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Jim Hatfield Yes.

Ali Agha Okay, thank you.

Jim Hatfield Yes, thank you, Ali.

Operator Our next question comes from the line of Julien Dumoulin-Smith
with UBS. Please proceed with your question.

Julien Dumoulin-Smith First question here, just to make sure I heard you crystal~clear.
You talked about guidance here, you alluded to adjusting your
guidance plan later this year. Is that a ZQ update in your mind, or
do you really need to wait to the summer heating season? ljust
want to be very clear about that.

lim Hatf ield We review guidance every quarter, and we'II review it again at the
end of the second quarter, so I guess l'd say it's ongoing from how
we evaluate that.

Julien Dumoulin-Smith Not to parse it apart too much, but given where you are relative
to your targets thus far this year, if you were to continue on the
same trend, could you make an assumption to say that you would
be ahead of expectations by second quarter?

Jim Hatfield Well, we had $0.05 of weather to benefit. I guess if that
continued on $0.05 every quarter, obviously we would be ahead
of where we thought we would, since we assume normal
weather. Other than that, we're really not going to comment on
comparison to internal budgets.

i

Julien Dumoulin-Smith Then just a little detail here I wanted to follow-up on from a
transmission-recovery perspective. I think you had some positive
changes year-on-year in terms of the timing of new rates. Could
you talk about that, and what kind of year-on-year up-lift that
would provide in '13?

Jim Hatfield Yes, well we file, we'II file our FERC formula rate on May 15.
We're still going through the formula now, and those rates would
go into effect on June 1, both at the FERC level and at the Arizona
jurisdictional level. We don't have a number at this point, so I
can't really talk magnitude.
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Julien Dumoulin-Smith Just to be clear, when would they have conventionally gone into
service or into effect?

Jim Hatfield They would typically go into effect June 1.

Julien Dumoulin-Smith Okay. That's it, thank you.

Jim Hatfield Thank you, Julien.

Operator Our next question comes from the line of Sarah Akers with Wells
Fargo. Please proceed with your question.

Sarah Akers Just a quick follow-up on the regulatory discussion. lthink you
mentioned needing recovery of infrastructure investments, so I'm
curious is there anything being discussed that could support new
recovery mechanisms for CapEx that's not currently being covered
by riders or initiatives improved in the last settlement?

Jim Hatfield Nothing at this point, Sarah.

Sarah Akers Okay, thanks a lot, appreciate it.

OperatorI Our next question comes from the line of Paul Patterson with
Glen rock Associates. Please proceed with your question.

Paul Patterson Good morning, guys. Just to go back to Greg's question on the
sales growth, as I recall you guys had expected 2.5% sales growth
prior to the effects of conservation and energy efficiency and
distributed generation. Is that still the case, and do you guys
expect less of the offset from distributed generation and energy
efficiency, or has that increased?

Jim Hatfield Well, it was around 2.5% as we got out to 2015. I don't think
anything has changed on the DE/EE customer conservation side.
What we're seeing now is a little higher levels of customer
growth, I guess.
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Paul Patterson Okay, because it looks like it's the same number that you guys had
expected before, which was 2% annually when I look at these
slides, so l guess, let me ask it more simply. What is it that's
driving the sales growth higher, in your opinion? Is it a better
economy, or do you know? I don't know. You guys mentioned
there were two quarters that came in good, but l was just
wondering if you could just elaborate a little bit more about
what's driving that?

Don Brandt Paul, Don here. lthink it's a variety of factors. One, it's clearly a
better economy. lthink some consumer confidence is coming
back. We see that in usage patterns, also the housing inventory.
We're down to right at about 20,000 units of housing, which is
kind of equilibrium. lwouldn't say we've got a home building
boom going on, but home builders have become active. They
usually end up talking to us 12 to 18 months before projects go,
there's some home building going on. We've seen home building
-- excuse me, home prices come up since clearly last spring, when
real residential buyers as opposed to investors came into the
market and drove that. I think overall, it's generally trended
positive in the last two quarters.

Paul Patterson Okay, so when we look at sort of policies or what you guys are
baking in, in terms of policies for energy efficiency and
distribution, you guys haven't -~ because there has been some
activity, as you guys are obviously well aware of, that might
suggest it might get scaled back. None of that's getting involved
in this. Is that sort of how we should think about it? It's just
basically you're sort of fine-tuning the estimates, given what
you're experiencing right now? Is that how we should think about
Ir, as opposed to a significant change in policy outlook or
something?

I
Don Brandt Right. I think that's correct. We haven't assumed any kind of

change in those underlying policies on the energy efficiency side.

Paul Patterson Okay, great. Then just on the stock price impacting
compensation, what have you. Is there a -- just to get a sense of
the magnitude or sensitivity, I guess, is a better way to think
about it -- is there a sense you could give us in terms of if the
stock continues to soar, what that might mean in terms of hit to
earnings, whatever that might be?
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Jim Hatfield lt was about almost $8 million for the quarter. I'd have to go back
and look at what it was at the end of the year versus what it was
at the end of the first quarter.

lPaul Patterson
l
l

l

So basically, if we took the price at the end of last year and we
looked at what it's done at the end of the quarter, that would give
us a sense as to that price impact created $8 million of pre-tax, is
that how we should think about it?

Jim Hatfield Yes, all things equal that would be correct.

Paul Patterson And that's pre-tax, right?

Jim Hatfield Yes.

Paul Patterson Okay, thanks so much.

Operator Our next question comes from the line of Charles Fishman with
Morningstar. Please proceed with your question.

Char les Fishman Not being familiar with the rules and procedures of the Navajo
Nation, just want to make sure I understand this -- that the
committee that's been formed, they have the final say on the coal
mine transfer, and then it's pretty much the path is pretty clear to
the closing after that?

Don Brandt Well generally, yes. The Tribal Council is their governing body. It
works very similar to the United States Congress. They approve it,
and the president of the Nation signs their legislation into law,
and this to form the special-purpose entity to hold the coal
company that would presumably transfer through acquisition
from BHP over to the Nation. They put that into place. Now
there's some final contract negotiations to be completed, but
essentially most of the legislation we and they need to complete
the Four Corners steps is in place with the vote that occurred
earlier this week.

Char les Fishman Okay, and then on the concentrating solar plant, your
participation in that is strictly in the form of a power purchase
agreement. You're not taking any operational risk on that,
correct?

Jim Hatfield Right.
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Don Brandt Not at all. It's all - they produce it, we take it, and we pay for it.

Char les Fishman Okay, that was it, thank you.

Don Brandt Okay.

Operator Our next question comes from the line of Andy Levi with Avon
Capital. Please proceed with your question.

l
l

Andy Levi ll'll just kind of throw one out there out of left field for you to
make you think a little bit, but the stock's done extremely well
and congratulations on that, and --

Don Brandt
Andy Levi

Thank you.
Obviously your multiple also is dramatically increased relative to
some of your peers who surround you, smaller utilities. What are
your thoughts just on consolidation in general in your area?

Don Brandt I think with the desert Southwest, and specifically Arizona, the
intrinsic growth that's here, that gives us plenty to manage for
many years into the future.

Andy Levi That's a good answer, thank you.

Operator Our next question comes from the line of Kevin Fallon with SIR
Capital Management. Please proceed with your question.

Kevin Fallon Hi, congratulations on a great quarter. Just to clarify, do the
economics of the LFCR all run through in the first quarter, or are
they accrued over the periods that they occur -- as in, did you
accrue second half last year's benefit last year, or did it all come in
the first quarter?

Jim Hatfield Yes, we started accruing the LFCR in 2012 at the implementation
of the rate settlement, so we started it in July 1 of '12.

Kevin Fallon Okay, great. Then the assumptions behind that, the percentage
recovery, there's no change in that? lthink that's what Paul was
asking you? ljust want to clarify that.

Jim Hatfield No, there's no change in the LFCR.
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Kevin Fallon Okay. Then in terms of the top end of guidance for this year, the
$3.60, does that equal APS earning it's authorized, or would that
number be higher than the $3.60?

Jim Hatfield The $3.60 does not have APS earning their authorized return.

Kevin Fallon Can you tell us what that would be?

Jim Hatfield I'd have to calculate it. I don't have the number with me.

Kevin Fallon Okay, thank you very much.

Operator Ms. Hickman, we have no further questions at this time. lwould
now like to turn the floor back over to you for closing comments.

Becky Hickman
l

Thank you Christine, and thank you all again for joining us today.
As always, if you need further details about our earnings or other
information about our Company, please contact us. This
concludes our call.

2 1

H:\IR\2D13 IR pro;ects\Quar\erly Earnings\1Q 2013\$cripts s. Transcripts\1Q13_Transcript_FInAL.docx

K-ACC00019
Page 21 of 21



THOMSON REUTERS STREETEVENTS

EDITED TRANSCRIPT
PNW - Q2 2013 Pinnacle West Capital Corporation Earnings
Conference Call

EVENT DATE/TIME: AUGUST 02, 2013 / 04:00PM GMT

OVERVIEW:
attributable to
For 2013,  Co.

common
expects

Co. reported GAAP consol idated net income
shareholders of $131m or $1.18 per share.
consolidated on-going EPS to be $3.55-3.70.

1

THOMSON REUTERS STREETEVENTS | wvvw.streetevents.com | Contact Us

a;f."""'°=§ THOMSON REUTERS
3 by framing or simi lar means is92013 Thoma fn Reulsrs Al l  nghls reserved Republ ication or redistnbul ion of Thomson Reuters son\enl . Incl :

prohibi ted wi thout the prior wri tten wisent of Thomson Reuters Thomson Reuters and the Thomson Reuters logo are registered tradenurts of
Thomson Reulera am: IS al' rated 0o"r:a\IBS K - A C C 0 0 0 2 0

P a g e  1  o f  1 6



AUGUST 02, 2013 / 04:00PM GMT, PNW Q2 2013 Pinnacle West Capital Corporation Earnings
Conference Call

CORPORATE PARTICIPANTS
Paul Mountain Pinnacle West Capital Corporation Director IR

Don Brandt Pinnacle Wes! Capital Corporation Chairman and CEO

Becky Hickman Pinnacle West Capital Corporation IR

Jim Hatfield Pinnacle Wes! Capital Corporation CFO

Jeff Guldner Pinnacle West Capital Corporation APS SVP Customers and Regulations

CONFERENCE CALL PARTICIPANTS

Greg Gordon [SI Group Analyst

Kevin Cole Credit Suisse Analyst

Paul Ridzon KeyBanc Capital Markets Analyst

Julien DumoulinSmith UBSAnalyst

Brian Russo ladenburg Thalmann Analyst

Al i Agha SunTmst Robinson Hurnphrey Analyst

Neil Mehta GoldmanSachs Analyst

Sarah Akers Wells Fargo Securities Analyst

Charles Fishman Morningstar Analyst

Andy Levi Avon Capital Analyst

PRESENTATION

I
Operator

Greetings and welcome to the 2013 second quarter earnings call for Pinnacle West Capital Corporation. At this time all participants are in listenonly mode. A brief

questionandanswer session will follow the formal presentation.

(Operator Instructions)

As a reminder this conference is being recorded. It is now my pleasure to introduce your host, Paul Mountain Director of Investor Relations. Thank Mr. Mountain

you may begin.

Paul Mountain - Pinnacle West Capital Coiporadon Director IR

Thank you Latonya. l would like to thank everyone for participating in this conference call and Webcast to review our second quarter 2013 earnings recent

developments and operating performance Our speakers today will be our Chairman and CEO Don Brandt and our CFO Jim Hatfield. Jeff Guldner who is APS Senior

Vice President of Customers and Regulation is also here with us. First l need to cover a few details with you.

The slides that we will be using are available on our Investor Relations website along with our earnings release and related information. Note that the slides contain

reconciliations of certain nonGAAP financial information Todays comments and our slides contain forwardlooking statements based on current expectations and the

Company assumes no obligation to update these statements. Because actual results may differ materially from expectations we caution you not to place undue reliance
on these statements.
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Our second quarter Form I0Q was filed thus mouing. Please refer to that document for forwardlooking statements cautionary language as well as the risk factors and

MD&A sections which identify risks and uncertainties that could cause actual results to differ materially from those contained in our disclosures A replay of this call

will be available shortly on our website for the next 30 days. It will also be available by telephone through August 9. i will now turn the call over to Don.

Don Brandt - Pinnacle West Cupitd Corporadan Chairman and CEO

Thank you Paul and thank you for all joining us today This is a veryspecial conference call for us. lts Becky Hickman sitting at my side here and this is her lot call

that shell sit at my side in her long career here at Pinnacle and APS. And Ive enjoyed working with Becky for 10.5 years She's been here a lot longer than that. And

shell be retiring in just a few weeks and Becky I know l speak on behalf of the dozens of people on this call. The APS team and myself personally thank you very

much for all your contributions to our Company our shareholders and the state of Arizona. Youve been a good partner arid Im proud to call you a friend.

Becky Hickman Pinnacle Wen Capital Corporation IR

Thanks.

Don Brandt Pinnacle Wesl Capital Corporation Chairman and CEO

Back to the business at hand. During the second quarter we made progress towards our financial targets by executing on our strategy. Another solid quarter

operationally and financially gave us the confidence to raise our 2013 guidance At the same time vie focused on several regulatory policy issues in Arizona which I'll

cover first. I'll also provide an operational update and Jim will discuss the results of the quarter and update you on our earnings guidance and financial outlook.

Now turning to Arizona regulation for a few moments. At its open meeting on May 9 the Arizona Corporation Commission voted to reexamine the facilitation of a

deregulated electric market in Arizona. The Commission opened a docket and set a procedural schedule to solicit comments from interested parties on the pros and cons

of retail market deregulation. Responses were submitted July 15 with reply comments due August 16 in the comments APS submitted on July 15 we encouraged the

Commission not to trade Arizona's long record of affordable rates reliable service and customer satisfaction for the risk and uncertainties associated with deregulation.

The Commission stated it plans to convene an open meeting after its had an opportunity to review the written comments. The meeting has not been scheduled but we

expect it to take place in September or October of this year.

On July 12 of this year we filed APSs proposed solution with the Commission on a policy revision for net metering. The proposal was developed after we held six

technical conferences this spring with various stakeholders. The primary issue with net metering is fairness among customers who have rooftop solar arid those

customers who do not. APSs net metering proposal is built around two options Either of which would ensure that APS residential customers Mo install rooftop solar

pay a fair price for their use of the electricity grid but also receive upfront cash incentives and appropriate compensation for their solar energy production. There is no

set procedural schedule on this docket, but we expect extensive dialogue with resolution later this year or early next year.

Now turning to our Four Comers power plant. In light of the docket being opened on deregulation we determined in June that it would not be prudent for APS to

complete its acquisition of Southern Californias Edison's interest in Four Comers until the Commissions intentions with regard to deregulation become clear. In the

meantime we intend to maintain all necessary regulatory and other approvals to ensure the necessary steps to complete the acquisition remain on track. Additionally

our team also worked with the United States EPA to seek a necessary extension from the July I to the December 31 of this year for the required notification of APS's

decision on the best available retrofit technology, or as it's called BART, for Four Comers.

Now turning to the rest of our operations. The Palo Verde nuclear generating station had another solid operational quarter with a capacity factor of 90%. As I discussed

on the first quarter call the spring refueling outage at Unit l was completed in less than 30 days the shortest in Palo Verdes history. Palo Verde continues its very

strong performance and a recent evaluation by the institute of nuclear power operations has validated that it is one of the best mn nuclear facilities in the nation. [NPO

indicated that overall performance at Palo Verde which is as you know the nations top energy producing facility is excellent.

Im extremely proud of the Palo Verde team and commend our Chief Nuclear Officer Randy Edington and the entire workforce at Palo Verde for the high standard that
is consistently maintained throughout the plant every single day They have instilled a culture of continuous improvement with a focus on safety and excellence in all

aspects of their operation which is our goal throughout the APS organization This is dm demonstrated by the recent announcement by the Arizona Division of

Occupational Safety and Health that Palo Verde is one of the safest workplaces in Arizona naming it a voluntary protection program star site.
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APS also continues to be a leader in utility scale solar. The completion of Yuma Foothills Phase [I and the Hyder II project later this year will grow our AZ Sun

platform to l 18 megawatts in commercial operation by the end of this year. In addition work will begin this fall on the 32megawatt GilaBend plant which is expected

to come online in mid20 I4. As part of APSs Renewable Energy Standard implementation plan filing that we made on July 12 of this year APS is seeking approval to

conduct RFPs sign contracts and begin constriction on the final 50 megawatts of its 200megawatt AZ Sun program .

We also expect the 250megawatt Solana project to reach commercial operation in the third quarter with APS purchasing 100% of that power which is a key step to

meeting our Renewable Energy Standard target. Solana is a concentrating solar trough facility the largest of its kind located 70 miles Southwest of Phoenix. The

concentrating solar desigi along with the plant's thermal storage capabilities will allow solar powered energy to be produced for up to six hours after sundown

On the customer service side of our business APS has once again been recognized in the JD Power and Associates residential customer survey published last month as

being in the top decile among large investor owned utilities in overall customer satisfaction. To conclude I remain positive on our future and assure you that the entire

management team remains focused on delivering on our commitments. lll now tum the call over to Jim

Jim Hatfield Pinnacle Wat Capital Corpomdon - CFO

Thank you Don. Today I will discuss the following topics. First I will review our second quarter results including earnings and the primary variances from last years
corresponding quarter. Second I will provide a brief update On the status and outlook for the Arizona economy Third l will review our current credit ratings and

financing activities. And finally I will review our 2013 earnings guidance and financial outlook

l

Slide 6 summarizes our ongoing arid GAAP earnings for the quarter and yeartodate On a GAAP basis for this year's second quarter we reported consolidated net

income attributable to common shareholders of$ I 31 million or Sl .18 per share compared with net income of$l22 million or $l.l l per share for the prior year second

quarter. Our ongoing earnings increased 3006 per share. For the 2013 second quarter we had consolidated ongoing earnings of $l3l million or Sl 18 per share versus

ongoing net income of $123 million or $l 12 per share for the comparable quarter a year ago Slide 21 in the appendix reconciles our second quarter GAAP earnings

per share to our ongoing earnings per share which excludes results related ro our discontinued operations. My remaining comments will focus on ongoing results.

Slide 7 displays the variances that drove the change in quarterly ongoing earnings per share. An increase rn our gross margin added $0.12 per share compared with the

prior years second quarter period. I will cover the drivers of our gross margin variance on the next slide. Higher operations and maintenance expenses reduced earnings

by $0.04 per share consisting largely of higher employee benefits costs related to the effects of the amortization in this year's second quarter of certain pension and

other post retirement benefit costs compared with the regulatory deferral of such cost as pan of the 2012 settlement. The O&M variance excludes cost related to the

Renewable Energy Standard or RES energy efficiency and similar regulatory programs all of which were essentially offset by comparable revenue amounts under

adjustment mechanisms The net effect of other miscellaneous items primarily higher depreciation decreased earnings by $0.02 per share.

Tuming to Slide 8 in the components of the net increase of $0. 12 in our Goss margin the main components of this increase were as follows. APSs regulatory

settlement which became effective July l 2012 Improved gross margin by S0. I8 per share almost all of which were comprised of a nonfuel base rate increase When

the 2012 settlement became effective the Company also began recording revenues from the new lost fixed cost recovery mechanism or LFCR and stopped recording

mine extension fees as revenue. Higher transmission revenue increased earnings by $0.06 per share. Increased fuel and purchase power costs net of lower of?system

sales and lower marktomarket valuations reduced earnings by $0.07 per share. This variance is a result of the power supply adjuster modification effective mid20 l2,

with the implementation of the regulatory settlement that changed the PSA to l00% passthrough as compared to the 9010 sharing mechanism that was previously in

effect.

The effects of weather a combination of yearoveryear variations in heating arid cooling degree days and relative humidity reduced earnings by 5005 per share.

Although weather in the second quarter of both this ye8r and last year were more favorable than normal this years quarter was milder. As reminder we use a 10 year

rolling average to define normal weather versus the industry norm of 30 years arid 80degree Fahrenheit as a coolingdegree threshold for residential sales. Our model
show these parameters provide a better indication of normal weather.

Tuming to Slides 9 arid 10 arid looking at our fundamental growth outlook in the Arizona economy economic growth in Arizona continued its overall improvement in

the second quarter of 2013 although the growth remains modest has been the case for the last year or so. As shown on Slide 9 the rate of overall job growth has been

positive for the last two years and appears to be stabilizing around the 2% level. Nearly all of the major industrial sectors are experiencing some growth. The sustained

growth in jobs has been helpful in supporting a gradual increase in incomes and consumer spending and has pushed Arizonas unemployment rate down generally in

parallel with national trends. While these trends are positive we believe we still have to at a minimum up to a year to go before we see local markets returning to more

normal conditions.
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Also on Slide 9 you can see Our estimate of the amount of vacant homes and apartments that presently exist in our Metro Phoenix service territory. In the second

quarter 2013 the number of vacancies has continued to fall such that we are currently below the level of 2007 where existing home resale pricing is more supportive of

new home construction.

On Slide 10. you can see the recent trends in Metro Phoenix home prices as reflected in the CaseShiller repeat sales index Throughout 2012 we saw steady increases in

existing home prices and these positive trends have continued into 2013 The resurgence in home prices has sparked more demand for new housing. However we are

hearing that home builders continue to face hurdles in acquiring and developing land at reasonable prices attracting skilled labor and controlling building materials

costs particularly at the entry level of the market. The ability of home builders to successfully navigate through these challenges will have a sizable influence on the

pace of the Phoenix and Arizona construction recovery over the next several quarters.

i

l
l

l

Slide 10 also shows that similar conditions are present in the commercial real estate market. As you can see on the slide vacancy rates for office and retail space have

begun to fal l  from their peak levels but  remain quite high while those for industrial space have fal len more dramat ically  Again we view this  as  a pos it ive t rend but

bel ieve the extent  of vacant  space in the office and retai l  markets  means the recovery  for new office and retai l  construc t ion MII l ikely  lag that  for new homes.  On

balance we see signs of sustained improvement in dl economic indicators which paint a picture of continuing steady recovery. lt will still be about three quarters or so

before the Arizona economy has returned to normal levels of economic activity and growth Reflecting the steady improvement in economic conditions APSs customer

base grew 1.4% yearto-date as compared with a year ago.

Over the long term we believe the fundamentals  that  have been important  to Arizona's  growth are s t i l l  here and that  our cus tomer growth rate will return to more

typical levels. Looking at the next several years we continue to expect annual customer growth to average about 2% for 2013 through 2015 with higher growth rates at

the end of the period than the near term for the reasons Ive just discussed. Additionally we also continue to expect our annual weather normalized retail sales in

kilowatt hours to increase by less than l% on average for 2013 through 2015 primarily due to customer conservation and energy efficiency and distributed energy

generation initiatives offsetting the continual recovery in the economy and customer growth.

Slide ll displays our current investment grade credit ratings In May Fitch upgraded APSs and Pinnacle West corporate credit ratings from BBB to BBB plus and

upgraded APSs senior unsecured rating from BBB plus to A minus. We are pleased that the rating agencies continue to recognize our improving financial performance

I

Our recent financing activities include two tax exempt transactions On May l APS purchased all $32 million of Maricopa County 2009 Series C pollution control

bonds and these bonds were remarketed on May 28. On July 12 APS purchased all $33 million of Coconino County 1994 Series A pollution control bonds and we will

expect to remarket these bonds within the next 12 months. Liquidity is still very strong and we currently have no shortterm debt. Looking ahead we still expect to

issue debt to fund the acquisition of SoCal Edisons interest IN the Four Comers plant later this year If the transaction IS consummated. Finally I will discuss our

earnings guidance and financial outlook.

As shown on Slide 12 we expect Pinnacle Wests consolidated ongoing earnings for 2013 will now be in the range of $3.55 to $3.70 per share. This increase in

guidance is driven primarily by favorable weather in the first six months of the year translating into about S0 14 per share positive impact to earnings. We assume

normal weather patterns for the remainder of the year. An updated list of key factors and assumptions underlying our revised 2013 outlook is included in the appendix

to 0 Lll slides.

Slide 13 illustrates our longer term financial outlook. We continue to expect to grow our dividend by approximately 4% annually. Of course future dividends are

subject to declaration at the Board of Directors discretion. In addition the Companys goal continues to be an annual consolidated earned return on average common

equity of at least 9.5% through 2015. The earnings and dividend growth continue to be supported by an approximately 6% annual growth i n rate base through 2015

Additionally approximately 80% of our capital expenditures are funded through depreciation cash flow or tracker mechanisms.

In closing we are confident in our expectations to achieve our financial objectives through 2015 that is during the base rate stayout period. Our confidence is

supported by the gross margin mechanisms contained i n the retail rate settlement coupled with our demonstrated operational execution and cost management focus.

This concludes our prepared remarks. We will now take questions.

QUESTION AND A N S WE R

Op e ra to r

Thank you. We will now be conducting a questionandanswer session.
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(Operator Instructions)

Greg Gordon ISI Group.

Greg Gordon IS Group - Analyst

Thanks. Good attemoon guys. Can I go to the appendix page 15 in the appendix and just have you talk us through some of the changes to your factors for I3 °

Jim Hatfield Pinnacle Wen Capital Corporation CFO

Sur e.

Greg Gordon ISI Group - Analyst

Obviously electric gross margin's up given the weather and the other factors that you laid out in your formal presentation.

Jim Hatfield Pinnacle West Caprlal Corpomlion - CFO

Right.

Greg Gordon ISI Group - Analyst

Can you focus on for me youve got a significant increase in your OpEx budget for the year and a pretty meaningful decrease in your interest expenseexpectation Is

the OpEx up because youre making investments that you think will allow you to control O&M in the 6.iture" Thats something we talked about so just want to make

sure I understand that. And then where is the interest expensedelta coming from"

Jim Hatfield - Pinnacle Wes! Capital Corporation CFO

Sure I think if you look at OpEx you have a couple of factors goingon. So If I look at the quarter yearoveryear O&M was essentially flat other than the amortization

of the pension and OPEB which theoretically we got paid for in the rate settlement And our approach to these ranges really is we do a we put son of parameters

around each of these and then we mn a probability distribution and Bethink so l look at O&M where we are in costs theres probably more downside than upside with

flat O&M for the year And then we are making some strategic investments especially in the IT area to accelerate the benefit in the later years based on where we are

today in our financial performance

If I look at interest expense a couple things there as well. Youve got the delay of Four Comers but you also have the fact that we refinanced at lower rates and we have

less debt outstanding As I said we have no shortterm debt as we sit here today so were in a great liquidity position. So that would be the things that would drive

those changes arid ranges. ld also point out Greg on the gross margin besides weather if you remember we had first quarter usage that was positive and that also
impacts our gross margin.

Greg Gordon ISI Group - Analyst

And I know we cant necessarily capitalize the weather into what we expect your earnings power to be but to the extent you continue to have good weather quarters

that obviously does impact earnings power in the long mn because it increases retained earnings And so down the line the necessity for equity might either be

decreased or obviated all together Is that a fair observation or not?

Jim Hatfield Pinnacle West Capital Corporation CFO
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No that is. In fact while we cant count on weather year to year any positive weather is less equity we have to raise down the road so thats obviously positive long

term story as well

Greg Gordon - ISI Group Andys f
l

Don you earned a 9.9% ROE on a consolidated eam last year. Looks like youre in good shape this year in pan because of the weather But if vie adjust for weather

and then we look at the underlying trends and where you think you could bring in your cost profile is there any reason for us to expect that there would be a significant

degradation in earned ROE from the 9.9% you earned in l2 as we look through the forecast period"

Don Brandt Pinnacle West Capital Corporation Chairman and CEO

I No Greg Im very confident as Jim alluded to in talking about the changes in O&M. Were making some investments that were confident are going to pay dividends

in cost savings in the years ahead and other aspects of our cost containment program are going to provide benefits down the road. So I'm very comfortable where were

at and our future

Greg Gordon ISI Group Analyst

Thank you guys.

Don Bra not - Pimrarle West Capital Corporation Chairman and CEO

Thank you Greg.

Jim Hatfield Pinnacle West Capital Corporation CFO

Thank you Greg.

Operator

Kevin Cole Credit Suisse

Kevin Cole Credit Suisse Analyst

Good mouing gentlemen Becky Becky congrats on the retirement. You've been a great mentor over the years and I appreciate all of your help. Thank you very

much So for the question on deregulation. Don can you provide a little perspective on what happened last time Arizona did this exercise" Can you give some

comments on just your general confidence that this will be resolved in September October time frame?

Don Bra not Pinnaek West Capita! Corporaltbn - Chairman and CEO

Sure Kevin Let me first Sian with your last part of the question. lm very confident that the Corporation Commission is going to act in the best interest of all our

customers and to do that action on a timely basis Where l sit now I think we could count the number of customers that are proponents of socalled deregulation on one

hand and Fm looking at a list of 153 organizations elected officials chambers numerous other business leaders leaders of the Arizona Senate the Arizona House of

Representatives numerous mayors city managers and other local elected officials across the state that have come out strongly against it I dont think the proponents of

deregulation necessarily counted on the negative reaction its received. As you know reliability of an electric systems very important. And its also a fundamental of all

advanced economies but in Arizona, tlle hottest state in America reliable electric service is literally a life or death necessity.
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Regarding what happened last time around and that was the latter half of the '90s and the first couple years of 2000 first lll direct your attention to when the utilities in

the state made the filings the middle of this month. APSs filing had a cover letter from me on it, as did Paul Bonavia did the same at UNS and Mark Bonsall who's the

Chief Executive Officer of Salt River Project he do addressed Salt River Projects filing with a cover letter and l dont know how accessible Mark's letter is. If you

can't find it on their website or the Commissions website wed be happy to provide it. Mark is one of the three of us that was actually around here for that period of

time. But let me respond to your question.

The Commission at that time, before the debacle in California was pursuing deregulation had put the rules in place. The utilities incurred many millions of dollars of

cost in systems arid other projects to get ready for a deregulated environment. And then you had the California energy crisis which brought that movement towards

deregulation to a screeching halt. And similarly at that time essentially the Arizona courts concluded that most of the rules and other processes that had been put in

place were unconstitutional and are illegal for a variety of different reasons. So that obstacle to deregulation still exists.

But it was a very expensive endeavor for the utilities for our customers and there was no visible benefits that came of that exercise. And l think once the Commission

has a chance to review all the comments and reply comments that will be later in August theyll have a good sense that theres not too many opportunities here for

Arizona customers and significant risk and costs that are almost a virtual certainty. So I hope that was a longwinded answer to your question

Ke v i n Cole Credo Suisse Analyst

Yes it was very helpful. Thank you. I appreciate it.

Operator

Paul Ridzon KeyBanc

Paul Ridzon Key8anc Capital M ark ets Analys t

Good mouing can you hear me"

Ji m Hatf ield Pinnac le West  Capital Corporat ion C F O

Yes. Hey Paul.

Paul Ridzon Key8anc Capital Mark ets  - Analys t

Hi. Echo Kevins comments. Congratulations Becky and thank you for all your help through the years.

Becky Hi ckm a n Pinnac le West  Capital Corporat ion I R

You bet. Thanks.

Paul  Ri dzon - KeyBanc Capi tal  M ark ets - A nal yst

And given what your comments around new construction are we to the point where youre looking at or actually putting in new substations and thinking about new

developments or is that still a ways out"

Jim Hat f ie ld - Pi nnacle West Capital Corporation - CFO
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Were always continuing to improve the system for reliability In terms of growth WB do have developers talking to us now about their next phase of development Less

real construction going on but it's probably a 12 to 18 months out when we see son of construction begin to pick up to support the residential housing build.

Paul Ridzon Key8ane Capital Markets Analyst l
l
l

Right now youre still sopping up excess inventory but tl ats probably a ways out?

Jim Hatfield - Pinnacle West Capital Corporation - CFO

Pretty much. [t's until at this point.

Paul Ridzon KeyBanc CapUal Markets - Andys!

Tllank you very much.

i

I
I
I

Don Brandt - Pinnacle West Capital Corporation Chairman and CEO

Paul lll add to that Besides the activity our customer service folks are hearing from home builders and developers on the commercial sideof our business there seems
to be some early signs of an uptick. Just yesterday they broke ground in the Tempe area our service temtory right at the shores of Tempe Town Lake on a massive

project for a regional headquarters for State Faml Insurance. lt's going to provide jobs for 10000 to 12000 people there. And a good part of that is State Far

consolidating some of their operations in the west. So it will have ancillary growth opportunities just coming off that single large project.

Operator

Julien DumoulinSmith UBS.

Juliet DumoulinSmith UBSAnalyst

Hi Good mouing. Can you hear me"

Jim Hatfield Pinnacle Wes! Capital Corporation CFO

Yes Julien.

Juliet DumoulinSmith - UBS- Analyst

Excellent Kind of following back on Kevins question a little bit and once again thank you very much Becky but wanted to follow up on retail here and go back to
perhaps a little bit of the change of late has been the introduction of net metering and solar DG has kind of taken off to a certain extent How is that kind of changing the

color of deregulation or the conversation if you will" Id be curious are we talking about something a little bit different" What are the different outcomes potentially as

it relates to so called restructuring if you will? And what lm really getting at is some of tlle questions posed by the ACC appear to be getting at exactly that nuance

between solar DG and restnicturing if you will.

Don Brandt Pinnacle Wes? Capital Corporation Chairman and CEO

Fve got Jeff Guldner here. l'll let him jump in on that.
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l

Jeff Guldner Pinnacle West Capital Corporation - APS SVP Customers and Regulations

Hi Julien. P8rt of the challenge I think the net metering discussion makes the deregulation conversation more difficult or more complex and its primarily because the

net metering is mostly impacting the fixed cost recovery and so much of that is on the wired side that would not be subject to the restructuring debate. And so it simply

adds another layer of complexity as we have the discussion that youd have to son through if you were to move forward with any kind of deregulated market.

Julien DumoulinSmith UB SAnalys t

Okay. Fair enough. And then perhaps a little bit more detailed question if you will with regards to Four Comers kind of thinking through the various options here As

youre thinking through kind of that 1231 yearend EPA deadline amongst l suppose several other considerations what are some of the key milestones that need to be

hit or could trigger differences in the transaction as you think about it?

Jim Hatfield - Pinnacle West Capital Corpomdon - CFO

Well obviously clarity on the what happens in Arizona is going to be a key one for us as well. Thats probably the primary driver at this point of where we are with

Four Comers.

Juliet DumoulinSmith UBSAnalyst

Or maybe stated differently do you need to get resolution by a certain point in time?

Don Brandt - Pinnacle West Capital Corporation - Chairman and CEO

Well I dont know if there's necessarily a date in time but for frankly for every day goes by theres a risk to the Four Comets transaction But as l go back to my
earlier comments to Kevin's question lm fairly confident that this Commisslons going to act in the best interest of our customers in a timely basis and were going to

exercise our best efforts to keep the Four Comers transaction viable

Julien DumoulinSmith UBSAndyst

Great. Thank you very much

Operator

Brian Russo Mth Ladenburg Thalmann

Brian Russo Ladenburg Thalmann Analyst

Yes hello. Most of my questions have been asked and answered. I was just wondering if maybe you could give us a quick update on any longer term transmission

project opportunities?

Jim Hatfield Pinnacle Wen Capital Corporation CFO

Well we have in our - in APS the biggest transaction going on now is our Hassayampa to North Gila line 2. Its about a $250 million roughly transmission project

which we expect to be in service by April 2015. And outside of that which is continue to look at opportunities away from APS and the DelaneyColorado River project

submitted to the Cal [SO and were still waiting for resolution on that.
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Brian Russo - Ladenburg Thdmann Analyst

Any timing on resolution or any estimated investment for it?

Jim Hatfield - Pinnacle West Capital Corporation - CFO

No. We thought wed have resolution on September. But resolution now is a little more murkier in terms of when well get some son of yes or no on that.

Brian Russo Ladenburg Thalmann Analyst

Thank you very much.

Jim Hatfield - Pinnacle West Capital Corporation CFO

Thank you Brian.l
I

Operator

All Agha SunTrust Robinson.

Ali Agha Sun Trust Robinson Humphrey Analyst

Thank you. Good mouing. First on Four Comers I just wanted to clarify a couple of things l know that as every month passes the value of the transaction comes
down. But l wanted to be clear from Pinnacle Wests perspective is there a particular time period by which you need to complete this? Apart from the EPA deadline is
there any other regulatory deadline we need to be aware of and just from an economic perspective" Because I know IN the past I recall hearing from you guys that if it
didnt get done by the end of the year didnt make sense to do it. But l just want to be clear what the current thinking on this one is.

Jim Hatfield Pinnacle West Capital Corporation CFO

I think other than the clarity that we talked about before not sure theres anything else that needs to happen other than we just need clarity on what the market
structures going to be

Ali Agha Sun Trust Robinson Humphrey Ardys!

Okay. So if that discussion spills over into next year theres nothing to stop you from waiting for this process on the clarity front to play Out before closing it. This
could happen next year first second quarter thats not an issue for you?

Don Brandt Pinnacle Wesl Capital Corporation Chairman and CEO

Well Ali we've got our the EPA has extended the BART settlement through the end of the year So beyond the end of the year introduces a whole new risk profile
to the situation. Again we go back to the point I think this is going to get resolved long before yearend.

Ali Agha - SunTn4s1 Robinson Humphrey Analyst

As l recall the way the rate case settlement was made l think the carveout for Four Comers also expires at the end of the year Is that right"
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Jim Hatfield Pinnacle West Capital Corporation - CFO

Thats correct.

Al i Agha - SunTn4.vt Robinson Humphrey - Analyst

Second question Jim l apologize if I missed this but what was the load growth weather normalized in the second quarter? I dont know if you gave that and I may

have missed it

Jim Hatfield Pinnacle West Capital Corporation CFO

It was less than 1% retail sales increase.

Ali Agha Sun Trust Robinson Humphrey Analyst

So that was a slowdown from the QI trend"

Jim HntGeld Pinnacle West Capital Corporation CFO

No not really. I think the difference between the two quarters relates to again customer mix and usage patterns. We saw an increase in residential sales but a

reduction in commercial sales and so there was a de minims impact on gross margin growth in the second quarter

Al i Agha Sun Trust Robinson Humphrey - Analyst

I see Last question As you're thinking I know its going to be a couple of years out on the timing of the next rate case. once the stayout period is over Is that more a

Q3 Q4 I4 event in your mind or can you just give us big picture of when it is that you would be in a position to make a determination on the timing there"

Jim Hatfield Pinnacle West Capital Corporation CFO

We cant tile until May 3 l 2015 I would say that the timing would be sometime in early I5 whether we want to file May 31 or we want to wait

Ali Agha - Sun Toast Robinson Humphrey - Analyst

Okay Thank you.

Operator

Neil Mehta Goldman Sachs.

Neil Mehta Goldman Sachs Analyst

Good mouing guys. Couple easy questions from me. The first is so guidance went up $0.10 on the quarter but weather positively impacted EPS by $0.l4 versus

normal What's the delta there? Is that simply Four Comers or is it the O&M trends that youve seen so far this year?

Jim Hatfield - Pinnacle West Capital Corporation - CFO
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Its just based on looking ax where we are and what we have ahead of us in the second half of the year. As you know the third quarters our big quarter in terms of

earnings. And just putting the probability just beating around that, when you do that it comes up to S0. 10. I wouldnt necessarily say that because weather's SO. 14 and

the range is $0. 10 that theres a negative looming in the second half

Ne i l Mehta Goldman Sachs  - Andys !

Got it. And just on O&M how should we think about the right O&M growth rate post 2013? So off of this base in light of cost savings initiatives that you guys are

employ ing.

Ji m l I atGeld Pinnac le West  Capital Corporat ion - CFO

l would think you would look at the O&M growth to be equal to or less than the rate of growth of kwh [kilowatt hour] sales.

Neil Mehta - Goldman Sachs Analyst

Perfect Last question Jim in light of increasing interest rates what are your thoughts about using a forward equity mechanism to lock in current prices"

Ji m Hat f ield Pinnac le West  Capital Corporat ion - CFO

Neil my response to that would be were very wellversed on the forward but as I sit here today and I have no shortterm data and a very healthy equity mix I'm not

really thinking about equity at the moment.

Neil Mehta - Goldman Sachs Analyst

Great. Thank you. Thank you very much.

Operator

Sarah Akers Wells Fargo.

Sarah Ak ers Wells Fargo Securities - Analyst
i

l
Thanks. Hi everyone Just one question on the general support for coal in Arizona. We've seen measures in some of your neighboring states to move away from coal.

Are you seeing anything similar in Arizona or how would you characterize the support in the state"

Jim Hatf ie ld - Pinnacle West Capital Corporation CFO

I  would say were not like the other states moving away from coal. In fact we had one Commissioner stress that shed like to see coal less pan of the generation mix .

So I think at this point you have Navajo which is really a big part of the water system in Arizona arid high desire obviously to the impacts of water rates for that to stay

open as well. So I would say the state likes our mix of nuclear and coal and gas and generation diversity is a positive.

Sarah Ak ers Wells Fargo Securities - Analyst

Great. Thanks a lot.

Don Brandt - Pinnacle West Capital Corporation Chairman and CEO
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Sarah Don here. lll add too if youll go to AZcentral.com the website for the Arizona Republic this mouing US Congressman Paul Gosar on the Arizona delegation

wrote an OpEd in support of coal generation.

Sarah Akers Wells Fargo Securates Andys!

Will do. Thanks again guys

Operator

(Operator Instructions)

lCharles Fishman Morningstar

lCharles Fishman Morrdngstar  Analyst

Good mouing I just had one quick one let. Just to make sure I understand this the ACC review of regulation or versus deregulation that has had no impact on AZ

Sun or your demand management program correct?

Don Brandt - Pinnacle Wesl Caprlrd Corporation - Chdnnan and CEO

Thats correct.

Jim Hatf ie ld Pinnacle West Capital Corporadnn CFO

Thats COITCCI

Charles Fishman Morningstar - Andys!

That was my only question Thank you.

Don Brandt - Pinnacle West Capital Corporation - Chairman and CEOI

Great Charles. Have a good one.

Operator

Andy Levi Avon Capital.

Andy Levi - Avon CapUt Andys!

Good mouing to you guys First ld like to say I kind of expressed this to Becky in New York but Becky I've known you for a very very long time and not

everybody can achieve being the best at what they do but you clearly have and so proud to call you a friend as Don has Congratulations on achieving what youve

achieved. Question was Jim just on Four Comers, how quickly let's just say tomorrow the Commission put this to rest or you were comfortable kind of where things

were going how quickly can you close on Four Comers?
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Don Bra nd Pinnacle West Copied Corporation - Chairman and CEO

Fairly quickly actually.

Andy Levi - Avon Copkoul Andys!

Fairly quickly being a week? Two weeks?

Don Brandt - Pinnacle West Copied Corporation Chairman and CEO

lts going to take time to ink documents probably within 30 days, certainly I think everythings ready to go

Andy Levi - Avon Capitol - Analyst

So its kind of a 30 day process?

Don Brandt Pinnacle West Capital Corporation Chdnnan and CEO

30 or less. You always in these transactions, just need to check everything so but fairly quickly

Andy Levi - Avon CapitalAnalyst

lGreat. And then just the interest savings how much was from Four Comers? I dont have that in my notes I just need that for my model.

I

I

I
I

Jim Hatfield Pinnacle West Capital Corporation CFO

S3 million to $4 million.

Andy Levi Avon Capita! - Andys?

Was allocated for this year?

Jim Hatfield - Pinnacle Wes! Capital Corpomdon - CFO

Yes.

Andy Levi - Avon Capital Analyst

Great. Thank you and congratulations again Becky

Becky Hickman Pinnacle West Capital Corporation IR

Thanks.

Operator
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l

There are no further questions in queue at this time. I would like to turn the call back over to Mr. Mountain for closing comments.

Pa ul Mountain Pinnacle West Capital Corporation - Director IR

All right, that concludes our call. Thank you for joining today. Let us know if you have any questions.

Don Brandt Pinnacle Wes! Capital Corporation - Chdnnan and CEO

Thanks.

Operator

Thank you. This concludes todays teleconference. You may disconnect your lines at tllis time and thank you for your participation.
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PNW - Q3 2013 Pinnacle West Capital Corporation Earnings
Conference Call

EVENT DATE/TIME: OCTOBER 31, 2013 /04IOOPM GMT

OVERVIEW:
PNW reported 3Q13 on-going and GAAP consolidated net income
attributable to common shareholders of $226m or $2.04 per share. Expects
2013 consolidated on-going EPS to be $3.55-3.70 and 2014 on-going EPS to
be $3.60-3.75.
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CORPORATE PARTICIPANTS
Paul Mountain Pinnacle West Capital Corporation Director oflR

Don Bra not Pinnacle Wes! Capital Corporation Chairman & CEO

Jim Hatfield Pinnacle Wes! Capital Corporation CFO

I

CONFERENCE CALL PARTICIPANTS

Shar Pourreza Citigroup Analyst

Greg Gordon IS Group Analyst

Julien DumoulinSmith UBS Analyst

Al i Agha Sun Trust Robinson Humphrey Analyst

Kevin Cole Credit Suisse Analyst

Brian Chin BofA Merrill Lynch Analyst

Kit Konolige 8GC Analyst

Neil Mehta Goldman Sachs Analyst .

Craig Lucas Nexux Asset Management Analyst

Charles Fishman Morningstar Analyst

Paul Parte lSOll Glenrock Associates Analyst

PRESENTATION

Operator

Greetings and welcome to the Pinnacle West Capital Corporation 2013 thirdquarter earnings conference call At this time all participants are in a listenonly mode A

brief questionand-answer session will follow the formal presentation.

(Operator Instructions)

As a reminder this conference is being recorded. lt is now my pleasure to introduce your host Paul Mountain Director of Investor Relations for Pinnacle West Capital.

Thank you sir you may begin

Paul Mountain Pinnacle West Capital Corporation Director oflR

Thank you Christine Id like to thank everyone for participating in this conference call and webcast to review our third-quarter 2013 earnings recent developments

and operating performance. Our speakers today will be our Chairman and CEO Don Brandt and our CFO Jim Hatfield

First l need to cover a few details with you. The slides that we will be using are available on our Investor Relations website along with our earnings release and related

information. Note that the slides contain reconciliations of certain nonGAAP financial information.

Todays comments and our slides contain forwardlooking statements based on current expectations and the Company assumes no obligation to update these statements.

Because actual results may differ materially from expectations we caution you not to place undue reliance on thee statements.

Our thirdquarter Form I0Q was filed this mouing. Please refer to that document for forwardlooking statements cautionary language as well as the risk factors arid

MD&A sections which identify risks and uncertainties that could cause actual results to differ materially from those contained in our disclosure.
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A replay of this call will be available shortly on our website for the next 30 days and will also be available by telephone through November 7. I would now tum the call

over to Don.

Do n  Bra n d t - Pinnacle West  Capital Corporat ion - Chairman & CE O

Thank you Paul and thank you all for joining us today My comments today will provide an update on our operations including the Four Corners transaction as well

as discuss the regulatory proposals that are in front of the Arizona Corporation Commission. Then Jim will discuss the results of the quarter and our earnings guidance.

First let me highlight that last week our Board of Directors increased the common dividend by 4%et'fective with this years December payment The increase builds on

the 4% increase last fall and is in line with the value return goals we outlined a year ago at our Analyst Day.

Tuming now to Four Comets. with the Arizona Corporation Commission voting to close the retail electric competition docket on September l l APS is now moving

forward to address the remaining conditions to closing our acquisition of Southern California Edisons interest in Four Comers units 4 arid 5.

The transfer of the mine from BHP to the Navajo Nation is progressing with the Navajo President and the Navajo Speaker of the Tribal Council signing legislation last

week necessary to complete the acquisition of the mine. The other coowners of the plant must also Finalize their internal approvals of the coal contract.

Assuming all closing conditions are met we anticipate the Four Comers transaction will close in December. Around the time of closing APS plans to issue debt to

provide permailent funding for the acquisition. Once the transaction is closed we have two actions that need to occur by December 3 I 2013.

First a provision in APSs 2012 settlement agreement allows APS to file for the recovery of the Four Comets transaction related revenue requirement with the Arizona

Corporation Commission and to implement new rates prior to the Company's next rate case. The Commission will review the revenue requirement request and make a

decision which is expected in 2014

Second APS and the other Four Comers participants will notify the EPA of their chosen best available retrofit technologies as you know it BART compliance

strategy Which would include shutting down units l 2 and 3 by January l 2014 and installing selective catalytic reduction technology on units 4 and 5 by July 31

2018 Again assuming the Four Comets transaction is completed

Tuming to the rest of our operations the Palo Verde Nuclear Generating Station had another solid operational quarter with a capacity factor of 100% Unit 3 began a

refueling outage on October 5 with a continuous run of 160 days by all three units This was the second longest run for the three units simultaneously in plant history

Spanning from the completion of the planned unit l outage in April to unit 3s current planned refueling and maintenance outage.

Early in the unit 3 outage during routine visual examinations we discovered a very small water leak where an instrumentation tube connects to the bottom of the reactor

vessel Die tiny leak was located inside the containment structure and was isolated from the environment. Multiple independent monitoring devices inside containment

confirmed that this leak is exceptionally small and no other leaks have been detected.

The Palo Verde team is currently making all necessary repairs before the unit returns to service which we expect later in November. Our share of the costs which are

mainly capital are not expected to be material. Units I and 2 remain at full power.

Our solar portfolio achieved an important milestone with the 250megawatt Solana plant reaching commercial operation earlier this month. As you know APS will

purchase l00% of Solanas generation which will make a significant contribution towards our renewable energy standard target. Solana represents an important

technological step forward with the ability of Solana to store the sun's heat and thereby generate electricity long after the sun has set.

Work continues on Yuma Foothills Phase II and Hyder ll as pan of our AZ Sun utility scale solar platform, with these plants expected to come online later this year In

addition work has begun on the 32megawatt Gila Bend Plant which is expected to come online in mid2014 which will bring the total to 150 megawatts in

commercial operation through AZ Sun

As we discussed on our second-quarter call APS also filed its annual Renewable Energy Standard implementation plan covering the 2014 to 2018 timeframe on July

12. The plan does not propose any new programs but it does seek approval to conduct RFPs signed contracts and begin construction on the final 50 megawatts of the

200megawatt AZ Sun program
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On September 30 2013 the ACC staff issued a report recommending approval of APS's plan and the proposed budget. We filed APSs proposed solution with the

Commission on a policy revision for net metering in July of this year. With the goal of ensuring that APS residential customers who install rooftop solar pay a fair price

for their use of the electricity grid And also receive incentives and appropriate compensation for their solar production We believe the cost shitting should be resolved

HOW

The recommendation by the ACC staff last month proposes a range of solutions from addressing the cost shift now to waiting until APS's next rate case. Every serious

stakeholder in the net metering debate including ACC staff and RUCO has acknowledged the cost shift problem.

Media coverage on the net metering issue has evolved from a debate about whether there is an issue to the coverage were seeing lately in the Arizona media which is

more about finding a fair solution with RUCO's acknowledgment of the cost shift as the final confirmation. We expect the Arizona Corporation Commission to discuss

both net metering and the Renewable Energy Standard implementation plan at its open meeting in a couple weeks

To conclude our value proposition ranains clear. Our management team remains focused on executing our strategy arid delivering longterm rate based earnings and

dividends growth. FII now tum the call over to Jim.

Jim Hatfield - Pinnacle West Capital Corpomdon - CFO

Thank you Don. The topics I will discuss today are outlined on slide 4. [II begin with a review of our thirdquarter results including earnings and the primary

variances from last years relative quarter followed by an update on tlle status and outlook for the Arizona economy and well conclude with a review of our 2013 and

2014 earnings guidance and Financial outlook

Slide 5 summarizes our ongoing and GAAP earnings for the quarter and yeartodate On an ongoing arid GAAP basis for this year's third quarter we reported

consolidated net income attributable to common shareholders of $226 million or S2 04 per share compared "nth net income of S245 million or $2.2 l per share for the

prior years third quarter. As usual my remaining comments will focus on ongoing results.

Slide 6 outlines the variances that drove the change in quarterly ongoing earnings per share A decrease in our gross margin reduced earnings by $0.06 per share

compared with theprior year's third quarter.

I

I will cover the drivers of our gross margin variance on the next slide Higher operations and maintenance expenses reduced earnings by $0.04 per share including

communication cost associated with net metering and deregulation partially offset by lower generation costs resultingHom less planned maintenance being completed

in the third quarter of this year than in the same quarter a year ago.

Both the gross margin and O&M variances exclude expenses related to the renewable energy standard or RES energy efficiency and similar regulatory programs all

of which were essentially offset by comparable revenue amounts under adjustment mechanisms. Higher infrastructure related costs reduce earnings by $0.07 per share

reflecting increases in depreciation and amortization and property taxes which is driven by both additional property and higher rates

Tuming to slide 7 in the components of the net decrease of $0.06 in our gross margin the main components of this was as follows starting with the positive drivers

The effects of weather improved earnings by $0.02 a share although weather in the third quarters of both this year and last year were less favorable than normal this

year's quarter was relatively warmer During the period residential cooling degree days were 4% higher than last years third quarter but 3% below normal. The middle

of September was particularly mild compared to normal.

The net effect of other miscellaneous items improved gross margin by $0.02 per share. OtTsetting these items lower usage by APS's customers compared with the third
quarter a year ago decreased our quarterly results by 50.09 per share. Weather normalized retail kilowatt hour sales were down l .3% compared to last year for the

quarter While Our customer programs and conservation are their largest source of the reduction in sales this variance also reflects a convergence back to a more normal

usage trend after strongerthanexpected usage for the year ago quarter and is very much in line with our expectations

On a yeartodate bus weather normalized retail kilowatt hour sales are relatively flat in line with our guidance. bower transmission revenuedecreased earning by

$0.01 per share including an unfavorable variance of $0.03 related to tlle transmission accrual that recorded in the third quarter of 2012 following the modification to

transmission cost adj uster under our 2012 settlement.

Tuming to slides 8 and 9 and looking at a fundamental growth outlook and the Arizona economy. Economic growth in Arizona continued its overall improvement in the

third quarter 2013 although the growth remains modest as has been the case for the last year or so.
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As shown on slide 8 the prices of existing singlefamily homes in Metro Phoenix reflect the benefit of these improving economic conditions. The steady job growth

over the last two years has helped with the absorption of vacant homes and apartments in the Phoenix area and housing prices have responded. Prices have now

recovered to mid2004 levels a healthy improvement from levels seen in recent years.

Additionally the rate of overall job growth has been positive for the last two years and appears to be stable at around at the 2% level. Nearly all of the major industrial

sectors are experiencing some growth. The sustained growth in jobs has been helpful in supporting a gradual increase in incomes business and consumer confidence

and thus consumer spending. Arizonas unemployment rate reflects those improving economic conditions and has seen steady yearonyear declines.

The resurgence of existing home prices has sparked more demand for new housing. Permits for new singlefamily homes are up substantially this year and 2013 will

likely end up as the best year for new construction since 2007

However homebuilders continue to face hurdles in acquiring and developing land at reasonable prices attracting skilled labor arid controlling building material cost

particularly at the entry level of the market The building of homebuilders to successfully navigate through these challenges will have an influence on the pace of the

Phoenix and Arizona construction recovery over the next several quarters.

The top right chart indicates that the commercial real estate market has been gradually improving as vie ll but may have a longer recovery period than housing. Vacancy

rates for office and retail space have begun to fall from their peak levels but remain quite high while those for the industrial space have fallen were dramatically.

iOn balance. we see signs of some faint improvement in all economic indicators which paint a picture of a continued steady recovery. Reflecting a steady improvement

in economic conditions APSs customer base grew 1.3% yearto~date compared with a year ago.

I
I

On slide 9 looking over the longterm we believe the fundamentals that have been important to Arizonas growth are still here and that our customer growth rate will

return to more typical levels. Looking at the next several years we continue to expect annual customer growth to average about 2% for 2013 through 2015 with higher

growth rates at the end of the period than in the nearterm for the reasons I just discussed.

Additionally we also continue to expect our annual weather normalized retail sales in kilowatt hours to increase by less than l% on average from 2013 through 2015

primarily due to our customer programs and conservation offsetting the continuing recovery in the economy and customer growth.

Finally lll discuss our earnings guidance and financial outlook. As shove on slide IO we continue to expect that Pinnacle West consolidated ongoing earnings for

2013 will be in the range of $3.55 to $3 70 per share. However we know much of the favorable weather we saw through this second quarter has been reversed in

September and October but it is included in our guidance. In fact in terms of the number of cooling degree days this October has recorded the fewest cooling degree

days in the last 15 years

We are do introducing 2014 ongoing guidance of $3.60 to $375 per share. Key assumptions in 2014 include customer growth at 2% with retail kilowatt hour sales

increasing about0.5%.

The impact of the Four Comers acquisition affected midyear and no equity issuance plan. A complete list of factors and assumptions underlying our 2013 and 2014

guidance is included in the appendix toour slides.

As Don discussed the Board of Directors increased the indicated annual dividend by $0.09 per share or about 4% to $2.27 per share effective with the December

payment The Company goal continues to be an annualized consolidated earned return on average common equity of at least 9.5% through 2015 This underpins our

ability to expect to grow our dividend by approximately 4% per year in addition we remain on track for 2013 consistent Mth our eamlngs guidance range

Lastly I just want to make a brief point on our liquidity As Don remarked around the time of the closing of the Four Comers transaction APS plans to issue debt to
provide permanent funding for the acquisition. At the end of the third quarter both the parent Company and APS had no shortterm debt outstanding and we have ample

liquidity. This concludes our prepared remarks operator well now take questions.

QUESTION AND ANSWER

5

THOMSON REUTERS STREETEVENTS | wvvw.streetevents.com | Contact Us . :. .
§ : . . •

o .o . . . . .
92013 Thomion Reuters All nghls reserved RspubhcaUon or redistnbutron cf  Thomson Routers content including by f raming or similar means. is
prohibited without the prior wnttun consent of Thomson Reuters Thomson Reuters and the Thomson Reuters logo are registered trademarks of
Thomson Reuters and NS affiliated companies

THOMSON REUTERS

K-ACC00021
Page 5 of 23



OCTOBER 31, 2013 / 04:00PM GMT, PNW - Q3 2013 Pinnacle West Capital Corporation
Earnings Conference Call

Operator

Thank you. We will now be conducting a questionandanswer session.

(Operator Instructions)

Thank you. Shar Pourrem Citigroup

Shar Pourreza Citigroup Analyst

Good mouing everyone.

Jim Hatfield - Pinnacle West Capital Corporation - CFO

Hello Shar.

i

lShar Pourreza Chigroup -Analyst

l

l

l

The midpoint of your guidance range $360 to $375 seems to imply a little bit closer to an earned ROE of 95% I think historically youve guide arid even in the

prior call you mentioned that you should see probably lag close to about ten basis points. So maybe and earned ROE close to 98% 99%.

And theres no real change in your customer growth assumptions or whether normalized growth assumptions from of volume basis So I guess [m kind of curious what

the delta is and is it energy efficiency or what are you seeing dover there?

Jim Hatfield Pinnacle West Capital Coqurradon CFO

Well Shar l would say our guidance bookends the 9 5% to l0% earned ROE. And I think no real change in our outlook As we look to 2014 and beyond the pieces of

the ratebased growth earnings growth and dividend growth are still in tact

Shar Pourreza Citigroup - Analyst

Good Got it arid then just let me ask you one question on Four Comers. The transaction is going to close pretty timing wise pretty close to when the EPA can

announce potential carbon legislation on existing assets.

Can you give us an update on where the ACC or APS or the Governor is MM the EPA on potential impacts" Because, obviously theres going to be litigation as a result

of it but ultimately can lead to pretty high capital requirements ofthese assets? Cari we get a status on that?

I Jim Hatfield Pinnacle West Capital Corporation CFO

lE Yes and just in terms of Four Comers and the EPA l think the EPA came out earlier this year which was for new sources and their coming out with existing sources

wont be for another additional amount of time. So our plans right now are to just close the transaction and install SCRs in 2017 and 2018 and we think that will fit

within the EPA guidelines.

Shar Pourreza Citigroup - Andys!

Okay thanks very much
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1l
Operator

Greg Gordon [Sl Group

Greg Gordon - l$I Group - Analyst

Thanks good mouing guys.

Jim Hatfield Pinnacle West Capital Corporation CFO

Hello Greg

Greg Gordon - IS Group Analyst

Just to be clear on the thirdquarter and yeartodate numbers because I think the decline in sales was a little bit disconcerting to some people. The yeartodate

numbers you are seeing about youve seen about l 8% customer growth and more or less flat sales growth so. despite the fact that the third quarter was a bad comp

versus last year you are actually on plan relative to your expectations"

Jim Hatfield - Pinnacle West Capital Corpomdon - CFO

Absolutely Greg. Like I said in my remarks we were off in the third quarter. lts consistent with last year where we were off in the third quarter as well and its

certainly met our expectations from a sales growth

Greg Gordon ISI Group - Analyst

l
I Great. And then youve given guidance for 2% customer growth 0.5% sales growth in 2014 but if l triangulate around what you said about an expectation of

accelerating customer growth and sales growth and you expect and the averages that you said you expect through 2015 just mathematically speaking you think that

customer and sales growth should accelerate in 20 I5 versus 2014" That correct?

Jim Hatfield - Pinnacle West Capital Corporation CFO

Absolutely Greg

Greg Gordon - ISI Group Analyst

And youve said before you see the ability to keep your O&M relatively flat over that period is that still a fair assumption"

Jim Hatfield Pinnacle West Capital Corporation CFO

That's still our assumption

Greg Gordon ISI Group Analyst

Okay. l'he final question on this subject and then one other Don l know Jim Just said that the $3.60 to $3 75 guidance for 2014 more or less bookends a earned ROE

of9.5% to 10%
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And I know weather variations can do a lot to your earnings throughout the course of year and theres other factors that are hard to manage but is it still your aspiration

and assumption that you could default if your plan is executed earned towards your authorized return on equity?

Don Bra ndt Pinnacle West Capital Corporation Ch ai r m an  & CEO

That is correct Greg that would be our direction.

Greg Go r d o n ISI Group - Analyst

Great. l

Do n  Bra n d t Pinnacle West Capi tal  Corporati on - Chai rm an & CE O

To eam towards our allowed rate of return. Let me add before we get too far away from your last question about customer growth. and I know you and others would be

interested in this. l just had a discussion the day before yesterday with some representatives of the homebuilders industry.

And to use their words the builders are not able to meet the current demand for housing in the area. And the key issues are three they identified labor labor shortage

which theyve actually built some trade schools to get construction labor back up to speed.

The permitting process and thats going through the various city and county government entities and a lack of improved lots right now which theyre going at

gangbusters. So my words not theirs.

l think theres this initial hurdle to get over to get those pieces in place and well see things start to accelerate relative to solar excuse me sales growth which is in line

with essentially what Jim was telling you a few minutes ago.

Gre g  Go rd o n IS I G roup  A na l ys t

Great and then my final question with regard to solar stuff I guess the next open meeting is in midNovember. Do you think that its possible youll get a decision both

on the net metering issue and the 50 megawatts of Arizona Sun that youve recommended that the staff i s recommended be approved" And if they do approve that is

that in your current CapEx forecast or would that be accretive to CapEx and rate base?

J i m Hatf ield - Pinnacle West Capital Corporati on - C F O

We do not have the last 50 megawatts of Arizona Sun in our forecast at the moment It would likely be a 2015 event.

Greg  Gordon  - ISI Group  - A nal yst

And that would get recovered through a rate rider as the rest of the Arizona Sun program has"

Ji m Hatf i e l d Pinnacle West Capi tal  Corpomdon C F O

Yes Exactly

Gr e g Go r d o n ISI Gro u p Analys t

Great  thank  you guys
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Don Brandt Pinnacle West Capital Corporation - Chainman & CEO

Thanks Greg.

Operator

Julien DumoulinSmith UBS

Julien DumoulinSmith - UBS- Analyst

Hello, good mouing.

l

Greg Gordon - ISI Group - Analyst

Hello Julien.

Julien DumoulinSmith - UBS Analyst

So just wanted to touch on the 2014 guidance again just real quickly here Youre talking about some pretty robust growth obviously And I'd be curious in looking at

the gross margin component of this right?

It seems more flattish yearonyear Obviously the top end is a little higher. Can you talk about maybe the composition of growth and reconcile those two comments a

little bit?

Jim Hatfield - Pinnacle West Capita! Corporation CFO

Sure I think you have a couple components here One obviously is 0.5% sales growth. And the other would be as weve talked about the mechanisms we have in

place that continue to add to gross margin on an annual basis.

You have the TEA, you have the RES you have the LFCR and of course weve assumed that a half year of Four Corners. So you would get one half of that roughly a

half in 2014 and a half in 2015 assuming it goes in on July I

Juliet DumoulinSmith - UBS -Analyst

Got you. How much of the growth in gross margin here is attributable to growth in sales If you wilL versus say rate increases" And perhaps just to be clear how much

yearonyear in aggregate are we talking about a reversal of onetime weatherrelated benefits this year to just kind of make it more applesto-apples?

Jim Hatfield Pinnacle West Capital Corporation CFO

Well I think so far and we dont know what October is yet because it's the last day of the month. We know it was terribly mild like l said we havent had an October
like this since 1998. So lthink at the end of September we still had about $006 or $0.07 of weather positive weather so you'd have to weather normalize from that

Our rule of thumb on 1% sales growth is roughly S 10 million of net income which equates to about $0.09 so you would have $0.04 or so just based on sales growth

Juliet Dumoulin-Smith - UBS Analyst
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Got you. And I just wanted to clarify this there's a lot of talk other about distributed gen and solar and all that but just be very clear and perhaps quantify to me what

kind ofvariability could DG put into your numbers? It seems relatively small but just put a finer number on that?

Jim Hatfield Pinnacle West Capital Corporation CFO

Well right now were seeing the DG piece probably take away about one 0.5% of sales growth or so and the rest is as we talked about EE and conservation. And we

dont see a lot of variability in that number obviously. We expect DG will grow but so will the number of our customers and so you'll see fairly consistent sort of0.5%

Julien DumoulinSmith - UBS Analyst

Got you And taking the same analogy of growth in 2014 and looking fiinher beyond we've seen some of your peers out there talk about longterm EPS growth the

trajectory coming down a little bit. Obviously you guys have some EPA related spend and some demand growth that I suppose spurs longerterm outlook.
l

What are you guys thinking l mean if you can put any kind of ballpark sense there? Are we talking about at a minimum maintaining your current growth trajectory or is

there actually an acceleration here youre talking about in 2015 onwards?

Jim Hatfield - Pinnacle West Capital Corpomdon - CFO

Are you talking about what kind ofgrowth? EPS growth?

Juliet DumoulinSmith - UBS - Analyst

Yes I think bottom line EPS growth.

Jim Hatfield Pinnacle West Capital Corporation CFO

I think Julien you have really in 2014 somewhat of a lull in growth but our growth rate hasnt changed And we talk about our forecast in 2015 but beyond that we

have as we sit here today planning peakers in the Valley those are 2017 2018 events. You have SCRs which are 2017 2018 events as well so we dont really see a

slowdown in our growth rate as we sit here today.

Julien DumoulinSmith UBSAnalyst

Is arguably an increase or?

Jim Hatfield Pinnacle West Capital Corpomdon CFO

We havent talked about increase or decrease. We think its going to be consistent steady growth which supports our dividend growth outlook

Juliet Dumoulin-Smith UBS Analys t

Got you. And perhaps just lastly here I mean obviously a lot of focus again on DG. Is that an opportunity in the long term here for you guys to get involved somehow

beyond AZ Sun?

Jim Hatfield Pinnacle West Capital Corporation CFO

We have not it's something weve looked at but right now we have no plans to get into DG

10

THOMSON REUTERS STREETEVENTS vvww.streetevents.com Contact UsII
THOMSON REUTERS

92013 Thomson Routers Al l  rights reserved Republ ication or redistribution of Thomson Reuters content. ncluding by fr.ming or simi lar means is
prohibi ted wi thout the prior wri tten consent of Thomson Reuters Thomson Reuters and the Thomson Reuters logo are registered tradenurks of
Thomson Reuters and i ts nfNl ieted companies K-ACC00021

Page 10 of 23



OCTOBER 31, 2013 / 04:00PM GMT, PNW - Q3 2013 Pinnacle West Capital Corporation
Earnings Conference Call

Juliet DumoulinSmith UBSAnalyst

Great all right thank you.

JimHatfield Pinnacle West Capital Corponadan CFO

Our plans in the solar space would be more utility scale with the PPAs to creditworthy customers

JulienDumoulinSmith U B S A ndy s !

Got you. Thank you very much.

JimHatfield Pinnacle West Capital Corporation CFO

Youre welcome.

i

Operator

Ali Agha SunTrust Robinson Humphrey
l
l

Ali Agha Sun Tmsr Robinson Humphrey Analyst

Thank you Jim wanted to clarify a couple of things. One is just to be clear &om your commentary the thirdquarter financial results that you .lust reported were those
inline with expectations or below because of the sales growth" Or can you just give us a sense of that?

Jim Hatfield Pinnacle West Capital Corporation - CFO

No I would say it's inline l don't think were as l said the sales reduction was not outside our expectation. We did have a little higher property tax which is something

that we probably didnt expect we see property tax rates going up about l0%. Remember we have the deferral mechanisms were able to differ a little bit part of that

Other than that I'd say its inline with expectations

Ali Agha - Sun Tmsr Robinson Humphrey - Andys!

Okay. And then second as you point out in your 2014 guidance youre not assuming any new equity issuance so at this stage when is the earliest you believe equity
would be required for you guys?

Jim Hatfield Pinnacle West Capital Corporation CFO

Well right now were assuming no equity in our forecast period which goes through 2015.

Ali Agha - Sun Trust Robinson Humphrey - Andys!

Oh through 2015 as well? Okay.

Jim Hatfield Pinnacle West Capital Corporation - CFO

11

THOMSON REUTERS STREETEVENTS www.streetevents.com Contact UsI I
THOMSON REUTERS

o 2013 rhomaon Reuters Al l  rights reserved Republ ication or reoistnbul ion nr Thomson Reuters content inducing by framing or simi lar means is
prohibi ted vWthout the poor wri tten unsent of Thomson Reuters Thomson Reuters and the Thomson Reuters logo are registered trademarks of
Thomson Reuters and i ts affi l iated oonpames K-ACC00021

Page 11 of 23



OCTOBER 31, 2013 / 04:00PM GMT, PNW - Q3 2013 Pinnacle West Capital Corporation
Earnings Conference Call

Correc t .

Ali Agha Sun Trust Robinson Humphrey Analyst

And does that also influence your thinking on the next rate case filing?

Jim Hatf ie ld Pinnac le West  Capital Corporat ion C F O l

l

i
l

IOh theyre somewhat connected but obviously our goal would be to stay out as long as we can. lts likely to be pushed off but we do have the peakers and tlle SCRs

which at some point well want to make sure we recover

Ali Agha - Sun Toast Robinson Humphrey - Andys!

Okay. And then you talked about the dividend the 4% growth rate that youve assumed will continue going forward. Does that assume a pretty steady current payout

ratio" Does the payout ratio go up does it go down? How should we think about that for the dividend?

Ji m Hatfield - Pinnacle West Capital Corporation CFO

lts pretty much steady with the 4% dividend increase

Al i A gha Sun Trust Robinson Humphrey Andys!
I

Okay so we should assume a 4% EPS growth to go with that dividend growth"

Ji m Hat f ield Pinnac le West  Capital Corporat ion C F O

Well as we said last year we have 4% dividend growth and son of 6% rate base growth longterm. And so earnings are going that would be your bookends from an

earnings perspective

A l i Agha - Sun Trust Robinson Humphrey - Analyst

Right. Got it And last question to be clear I'm just confirming l think you mentioned so in your 2014 guidance youve got Four Comers contributing earnings for

halfa year?

Ji m Hatfield - Pinnacle West Capital Corpomdon - CFO

Correct.

Al i Aghul - Sun Tout Robinson Humphrey Andys?

Understood. Thank you.

Operator

Kevin Cole Credit Suisse.
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OCTOBER 31, 2013 / 04:00PM GMT, PNW - Q3 2013 Pinnacle West Capital Corporation
Earnings Conference Call

Kevin Cole - Credit Suisse Analyst

Good mouing guys

Jim Hatfield Pinnacle West Capital Corporation CFO

Hello Kevin

Kevin Cole Credit Suisse Analyst

Just a followup on Aghas question, so if theres no equity through 2015 should we think about the next test year being 2016 and then your filing mid2017 and rates

effective 20]8° Is that how we should think about it?

Don Brandt - Pinnacle Wes? Capital Corporation - Chairman & CEO

Kevin l think youre probably far ahead of ow thought. Our objective is to run the business exceptionally well control our costs deliver outstanding value and service

to our customers and as Jim said we have no plans for equity in 2014 and its not our objective or, I doubt many other electric utilities in the country to tile rate cases

as a first course ofaction. So well deal with that as our plans evolve

Kevin Cole Credit Suisse - Analyst

I

I
But Is it still right ro think of you had filed that you had to trueup balance sheet during the test year versus prospectively like how you could for CapEx"

Don Brandt Pinnacle West Capital Corporation Charmian & CEO

Yes during the test year likely. Yes.

Kevin Cole Credit Suisse Analyst

Okay And then I guess you guys have long pointed towards your 4% dividend grouch and keeping the payout ratio flat, which is perfectly in line with your 2014

guidance. Should we think about your growth rate remaining inline with the dividend growth?

Or l guess can you help me kind of bridge the gap between the 4% growth rate and your 6% rate base growth for 20 l S and 2016"

Jim Hatfield Pinnacle West Capital Corporation - CFO

Well Kevin we haven't come out with a longterm EPS growth rate but like we said at the analyst meeting last year you have 6% rate base growth 4% dividend
growth thats going to be your bookends for earnings growth on son of a CAGR knowing that any year it could be plus or minus depending upon various factors.

Kevin Cole Credit Suisse - Analyst

And the reason that 2014 is maybe not towards the 6% because of the delay in Four Comers? If Four Comers wasnt delayed then you'd probably be closer to the 6%?

Is that how we should think about it?

Jim Hatlicld Pinnacle West Capital Corporation - CFO
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i

l
l

No l think some ofthe factors for next year are things like asmaller were envisioninga smaller TCA this year that will puck up in 2015 just based on transmission

spend and the way our formula works so and we already only have Four Comers for half a year here youre exactly right.

Kevin Cole Credit Suisse Analyst

Okay. And just when l think about energy efficiency so for this quarter I saw we had l 3% population growth but weather normalized negative 18% and so thats

roughly 2.5% energy efficiency netting. What was unique about the third quarter which drove so much energy efficiency versus the future periods"

Jim Hatfield Pinnacle West Capital Corporation - CFO

I dont think there was anything unique about this year's quarter. Sales were off 1.2% last year Which was actually a little better than we thought it would be last year
so nothing really unique about the third quarter. Keep in mind you have a lot of weather variability in our largest quarter that always has an impact on numbers as well.

KevinCole Credit Suisse - Analyst

Okay So the big net energy efficiency loss could be a little bit of weather baked in there just from

Jim Hatfield - Pinnacle Wes! Capital Carporadon - CFO

Weather is an an not a science I know my guys disagree with that assessment but you look at average temperature and you get peak highs and lower lows and it
always has an impact but thats Our calculation that we came up with.

Kevin Cole Credit Suisse - Analyst

Okay So let me ask just one last question l know Jim you spent a lot of time just on O&M generally. When youre thinking about flat O&M is flat to is it on an

absolute basis?

And are you thinknng flat otTo yearend 20137 So whatever the number is this year it should hover at that level until you file another rate Case'* Or are you seeing or

are you pegging that MM volume growth or can you actually see maybe expect a yearon-year cut IN O&M"

Jim Hatfield Pinnacle West Capital Corporation CFO

l would think if we see short of net can it bake sales growth grow, our aspiration is to be at or lower than the rate of sales growth So as we look to next year with 0.5%
can it be at sales expectation l would think you could assume that we're going to be fairly flat in 2014 over 2013.

Kevin Cole - Credit Suisse Analyst

Okay so still its flat to volume growth not flat on an absolute basis?

Jim Hatfield Pinnacle West Caphal Corporation - CFO

Correct

KevinCole Credit Suisse - Analyst

Okay. Great thank you guys

14

THOMSON REUTERS STREETEVENTS | wvvw.streetevents.com | Contact Us

THOMSON REUTERS
92013 Thomson Reuters Al l  rights reserved Republ ication or redistribution of Thomson Reuters content including my framing or simi lar means s
prohibi ted wi thout the poor wri tten oonsentol  Thomson Reuters Thomson Reuters and the Thomson Reuters Iago are registered traderlurks of
Thonson Reuters and i ts affi l iated companies K-ACC00021

Page 14 of 23



OCTOBER 31, 2013 / 04:00PM GMT, PNW - Q3 2013 Pinnacle West Capital Corporation
Earnings Conference Call

Operator

Brian Chin Merrill Lynch

Brian Chin 8ofA Merrill Lynch Analyst

Hello good mouing.

Jim Hatfield Pinnacle West Capital Corporation CFO

Hello Brian

Brian Chin BofA Merrill Lynch Andys!

Jim could you just remind us again what is the CapEx guidance for 20 l3? And then I know you didnt give it explicitly in the 2014 number but is there a C8pEx
number that youre thinking of for 2014 as well just so that way we can triangulate properly"

Jim Hatfield - Pinnacle West Capital Corporation CFO

So the 2014 number is roughly a little over S900 million our 2013 number is about $l.l billion. Keep in mind weve assumed the Four Comer is in there for 2013
which pushes that number up a bit.

Brian Chin - BofA Merrill Lynch Andys!

l
iGreat. Great. And then for 2014 is there a depreciation and amortization number"

JimHatfield Pinnacle West Capital Corporation CFO

Yes its about $400 million year.

Brian Chin - 8ofA Merrill Lynch - Analyst

Great thank you very much thats it

JimHatfield - Pinnacle Wesf Capital Corporation CFO

Youre welcome Brian.

Operator

Kit Cartridge BGC

let Konolige - BGC Analyst

Good mouing guys.
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Jim Hatfield - Pinnacle West Capt?al Corporation CFO

Hello, Kit. l
I

Kit Konolige - BGC-Analysf

Most of my questions have been addressed Just on the inclusion of Four Comers the settlement in 2012 envisioned that going into rates. What does the Commission

need to decide or consider in order to gram approval for that to go into rates'

Jim Hatfield - Pinnacle West Capital Corporation CFO

Well the docket was held open for Four Comers. We will file the cost of service and ask before the end of the year And its like we said earlier that pace has been

adj dedicated once and we will just update our expectation for cost of service with our tiling and we expect it to go into effect July I

Kit Konolige - BGC Analyst

So you expected to be l mean do you expect this to be a contested issue? Are people going to look at your cost of service and come back and say this is way too high

or something to that effect?

Jim Hatfield - Pinnacle West Caped Corporation CFO

Well any son of regulatory filing has people on all sides l will say this came out in the last case that was adjudicated what we believe our cost of service would be. l

think you could expect people to question any son of changes In that but the cost of service has been put out there and explained in our last in the original filing so I

dont think it will be a surprise to anybody

IGI Konolige - BGC -Analyst

All right okay. One other area on net metering. If you got what you would like to see the changes you would like to see made how would that affect rates?

Jim Hatfield - Pinnacle West Capital Corporation - CFO

Well our proposals to APS's proposal arid I havent read RUCO's yet so I really cant comment although Im sure its probably similar is some son of monthly charge

But keep in mind there IS no new money to APS. Any fee collected in the nearterm would go to offset the LFCR so there would be no net revenue to APS and a

reduction in LFCR going forward until the next rate case where we just have rate design.

Kit Konolige BGC - Analyst

All right understood. Okay thank you

Don Brandt Pinnacle West Caped Corporation Chairman & CEO

Just let me this is Don as I know you know net metering is a cost shitting issue. Its fundamentally a customer issue It's no secret that the current net metering
structure creates a cost shift that unfairly burdens non-solar customers.

Other important stakeholders like the ACC stat? and RUCO have acknowledged this fact and without a doubt the time to fix this problem is now before it gets worse.

And thats the key is fix i t now while its easily fixable
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IG! Konolige BGCAna{yst

Right.

Don Brandt - Pinnacle West Capital CorporatiOn - Chairman & CEO

And the best way to encourage the continued growth of rooftop solar is not through hidden subsidies as currently exists within net metering structure. And those
subsidies are funded by nonsolar customers but rather through transparent upfront incentives funded by dl customers. And fixing the current net metering policy will
help continue Arizonas national leadership in solar energy

Kit Konolige BGC Analyst

Understood So l was trying to get at the idea of how much would rates change for nonsolar customers? Is this is a big impact? Or is spread out over so many

customers that its relatively small and theyre relatively indifferent to how this proceeding turns out?

Jim Hatfield - Pinnacle West Capital Carporadan CFO

Nearterm thered be no change to non-solar customers. As proposed by us and staff it would be a monthly charge other than whatever they decide to do with upfront
incentives which would be collected through the RES.i

I

I
l

IG! Konolige BGC Analyst

Right. Okay. Thank you.

Operator

Neil Mehta Goldman Sachs.

Neil Mehta Goldman Sachs - Analyst

Good mouing.

Jim Hatfield Pinnacle West Capital Corporation - CFO

Hello Neil

Neil Mehta - Goldman Sachs - Analyst

Could you provide some clarity on the major transmission projects that youre currently working on right now? And what are the incremental opportunities that sit in
front of you that could present some upside to your transmission budget?

Jim Hatfield Pinnaek West Capital Corporation - CFO

Well our biggest project we have several projects as weve talked about. Our biggest project is our Hassayampa to North Gila substation 2 which is about a S230

million spend that does not go into service until May of 2015 so that's our big one.
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Everything else is pretty fairly routine. Were always adding substations and adding capacity to make sure the systems robust so between now and 2015 l dont really

see any incremental opportunities. Longerterm as growth picks up well have to do more and more transmission just to support the system load.

Neil Mehta - Goldman Sachs Analyst

Fair enough. Thanks Jim

Jim Hatfield - Pinnacle West Capital Corporation CFO

Youre welcome Neil

Operator l
l

Craig Lucas Nexus Asset Management

Craig Lucas Nara Asset Management Analyst

Thanks a lot. l have a question about net metering. l know that this is didnt head over in tlle last couple of questions. But my question is that your guidance for next

year as well as your comments around the 9.5% ROE are they assuming that the net metering issue is fixed within that guidance" Or does your guidance assume the

status quo regarding DG?

Jim Hatfield Pinnacle West Capital Corponadon - CFO

Well as I said earlier. Craig let's assume the Commission rules on the state proposal for example.

Craig Lucas - Naux Asset Management Analyst

Yes"

Jim Hatfield Pinnacle West Capital Corporation CFO

That offset is a reduction lIl LFCR so again there would be no net gross margin to APS until such time we have our next rate case.

Craig Lucas Nara Asset Management Analyst

Well that may be true but its obviously also true that about 0.5% half of I% of sales growth then would obviously benefit the Company even though the money

would go essentially to properly incent the real economics of solar and that cross subsidy. But obviously there would be 05% better sales coming through?

Jim Hatfield - Pinnacle West Capital Corporation - CFO

No.

Craig Lucas Nevcux Asset Management Analyst

So does your 7
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Jim Hatfield Pinnacle West Capital Corporation CFO

The0.5% is not going away its here and it'son the system and our

Craig Lucas Nexux Asset Management Analyst

Right but I apologize. That existing solar customers would not change but the continued growth in that class would obviously change right?

Jim Hatfield Pinnacle West Capital Corporation CFO

The growth it would be so incremental and small as to not be noticeable in our 2014 guidance

Craig Lucas - Nexux Asset Management - Analyst

l see. So basically what you have would stay and then the stick of it would be properly attuned lets say going forward?

I

Jim Hatfield - Pinnacle West Capital Corporation CFO

Yes again, right now its a 05% We have about 20000 residential installations its a small piece of the system. And any up or down of installations is not going to
really impact our

Craig Lucas Naux Asset Management Analyst

I see

Jim Hatfield Pinnacle West Capital Corporation CFO

DEnumber

Craig Lucas Nexux Asset Management Andys!

l see. And one more little question do so if you are able to fix this through the cross subsidy issue that really theres really no reason to go in for a rate case until the
2016 timeframe? is that the way we should think about it? And beyond?

JimHatfield Pinnacle West Capital Corporation - CFO

This issue has nothing to do with our thinking of the next rate case.

Craig Lucas Nexux Asset Management Analyst

Okay thank you very much lappreclate it

Operator

Charles Fishman Morningstar
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Charles Fishman Morningstar Analyst

Thank you Just in preparing slide 16 and 17 on 2014 guidance the gross margin stays about the same expenses stay roughly the same interest expense actually goes

up taxtree shares are about tlle same. Is it because of that footnote that you got a little bit of a bump up in your guidance versus 2013"

Is it because of the renewable energy and energy efficiency programs" Where does the little bit of increase come from"

Jim Hatfield Pinnacle West Capital Corporation CFO

Well it will become from our mechanisms one half a year Four Corners interest in D&A is going to go up. But thats sort of a difference in our guidance would be

those two factors a little higher gross margin little higher interest in D&A in 2014.

Charles Fishman - Morningstar -Andys!
l

l
Does the renewable energy programs and efficiency programs they add a little bit, dont they to make up the gross margin loss or"

Jim Hatfield Pinnacle West Capital Corporation - CFO

Well we have the LFCR -

Charles Fishman Morningstar Analyst

Yes.

Jim Hatfield Pinnacle West Capital Corporation CFO

which was part and then we have the renewable energy standard which is our implementation plan so any of the Arizona Sun projects we know were going to get

32 megawatts in IN 2014 that MII help gross margin as well.

Charles Fishman Morningstar Andys?

Okay Iprobably need to plug in your 2014 numbers and talk to Paul and get clear on that but thank you.

Jim Hatfield Pinnacle West Capital Corporation - CFO

That would be anexcellent idea Charles

Charles Fishman Morningstar Analyst

(laughter) Okay thanks

Operator

Paul Patterson Glenrock Associates.

Paul Patterson - Glenrock Associates - Andys!
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Good mouing

Ji m Hatf ield Pinnac le West Capital Corporation - CFO

Moming Paul
l

Paul Patterson - Glenrock  Associates Analyst

I just wanted to follow-up with on Craigs question in maybe a different way What lm wondering here is what is the impact of taking away the subsidy on this 0.5%?

Lets just talk about going forward perhaps.

I mean in other words what is the sensitivity to in other words if you do away with the subsidy for solar which seems to be precipitously defended by the solar

advocates what would be the impact on new installation? Could you give us a little bit of a flavor as to what would happen in terms of new solar what you would

estimate would happen as a result of new solar applications"

Don  Brand t - Pinnac le West  Capital Corporat ion Chairman & C E O

arid most importantly up front we said is the existing 18000 to 20,000 customersWell Paul Don Brandt, here. lt's important to take our proposals in their entirety

that are already on rooftop, to grandfather them so they are not impacted...

Paul Patterson Glenrock  Assoc iates  Analys t

Right

Do n  Bra n d t Pinnacle West Capital Corporation - Chai rm an &  C E O

..w e do not want them to feel like there is a takeaway Two fix and we had two different proposals basically to fix the nontransparent subsidy that is inherent in the

current net metering structure But then equally importantly is to provide an upfront transparent subsidy

We didnt recommend any specific number but our idea is a number that would continue to allow the rooftop solar market to continue to flourish in Arizona as it has

been But to do it in a transparent manner that in future years every year the Commission could reconsider that amount of subsidy to reflect one changing an overall

public policy goals but also the expectation is that solar panel prices and installation cost will continue to decline dramatically as they have in the past few years.

Paul Patterson - Glenrock Associates Anailyst

Okay sounds great. And l think it makes a lot of sense public policywise I guess what lm wondering is that from what l've seen from the solar industry they seem

almost apoplectic at the idea of changing this And which would suggest to me that perhaps it would it has the potential for threatening their business.

And Im not sure if thats because of just simply the profit margin that's associated with it or if it's because of the level of installations or what have you being less. But I

guess Im just trying to get a sense as to when you put forward this do you think this would lower the level of solar deployment and ?

Do n  Bra n d t - Pinnacle West Capital Corporati on Chairman & CE O

We think it would lower but we thought it was a fair and equitable solution. Its a customer issue balancing the interest of customers without solar and those that are

going to elect to install solar. Theres no expectation that it would decline and just to set the record straight l mean APS is one of the strongest proponents of solar

energy in Arizona and we have the records to prove it.
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Arizona has the largest percentage of per capita solar per customer in the nation and this is a cost shifting and fairness issue of the current net metering structure. When

it became apparent we took action at the Corporation Commission that we believe is in the best interest of Arizona and all electricity customers.

And we look forward to a constructive discussion that we started earlier this year. And as you point out and l think you use the perfect word to describe it but instead

we immediately became the target of intense political attacks from SolarCity and Sur run and a few other organizations that established organizations that twisted the

facts misdirected the conversation from the actual issue and proposed ideas that would fiirther harm our customers.

It wasn't a fight we sought. We would have preferred to avoid it but we had to set the record straight and we have an obligation to our customers our employees and

shareholders. And l think its going to be very evident in whats been filed already with the Commission and their hearings middle of next month

Paul Patterson - Glenroek Associates Analyst

Okay great thanks for the clarification. Just to further much of it you've planned point out but basically you dont see it having a material impact one way or the other

in terms of your projected sales growth or the level of sales growth going forward or in terms of the foreseeable future at least two or three years? Is that the best way of

thinking am l correct in understanding that?

Don Brandt - Pinnacle Wesl Capdal Corporation Chdnnan & CEO

I think thats very correct. To add my point to that I direct you rf you want to take a look at the editorial in the Wall Street journal the Monday before last about how

government is making solar billionaires, and thats how you get apoplectic behavior when they feel their profit margins are threatened

Paul Patterson Glenrock Associates - Analyst

l hear you. Thank you very much.

Operator

Thank you. We have no further questions at this time l would now like to tum the floor back over to management for closing comments

Paul Mountain Pinnacle West Capital Corporation - Director aflR

Thanks Christine. That concludes our call. Thanks everybody

Operator

Ladies and gentlemen this does conclude todays teleconference. You may disconnect your lines at this time. Thank you for your participation and have a wonderful

day.
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EDITEDTRANSCRIPT
PNW - Q4 2013 and Full-Year Pinnacle West Capital
Corporation Earnings Conference Call

IEVENT DATE/TIME: FEBRUARY 21, 2014 I04:00PM GMT

OVERVIEW:
PNW reported 2013 GAAP consolidated net income attributable to common
shareholders of $406m and ongoing EPS of $3.66. 4Q13 GAAP consolidated
net income attributable to common shareholders were $24m or $0.22 per
share and consolidated ongoing earnings were $24m or $0.22 per share.
Expects 2014 consolidated ongoing EPS to be $3.60-3.75.
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l

CORPORAT E PART ICIPANT S

Paul Mountain PinnacleWest Capital Corporation . Director IR

Don Bra ndt Pinnacle West Capitol Corporation Chairman. President CEO

JimHatfield Pinnacle West Capital Corporation EVP CFO

Jeff Guldner Arizona Public Service Company SVP. Customers & Reguloaon

CGNFERENCE CALL PART ICIPANT S

Juliet DumoulinSmithUBS Analyst

Kevin ColeCredit Suisse Analyst

Ali Agha Sun Tn4st Robinson Hwnphrey . Analyst

Neil Mehta Goldman Sachs Analyst
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PRESENT AT ION

Operator

Greetings and welcome to the Pinnacle West Capital Corporation 2013 fourthquarter and fullyear earnings conference call (Operator Instructions) As a reminder this
conference is being recorded.

lt is now my pleasure to introduce your host Paul Mountain Director of Investor Relations. Thank you sir. You may begin.

Paul Mountain - Pinnacle West Capital Corporation Director IR

Thank you Christine. I would like to thank everyone for pamcipating in this conference call and webcast to review our fourthquarter and fullyear 2013 earnings
recent developments and operating performance. Our speakers today will be our Chairman and CEO Don Brandt and our CFO Jim Hatfield. Jeff Guldner who is
APSs Senior Vice President of Public Policy is also here with us.

First l need to cover a few details with you. The slides that we will be using are available on our Investor Relations website along with our earnings release and related
information Note that the slides contain reconciliations ofcertain nonGAAP financial information

I Today's comments and our slides contain forwardlooking statements based on current expectations arid the Company assumes no obligation to update these
statements. Because actual results may differ materially from expectations we caution you not to place undue reliance on these statements

Our 2013 Form I0K was filed this mouing. Please refer to that document for forward-looking statements cautionary language as well as Risk Factors and MD&A
sections which identify risks and uncertainties that could cause actual results to differ materially from those contained in our disclosures.

A replay of this call will be available shortly on our website for the next 30 days. It will also be available by telephone through February 28.
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I will now tum the call over to Don.

Don Brandt - Pinnacle West Capita! Corporation Chairman President, CEO

Thanks Paul and thank you all for joining us on the call today. My comments today will discuss our operations and the strategic investments were making to reliably

serve our customers. I will conclude with a fewareas to watch in 2014 and then Jim will discuss 2013 results and update you on our economic and financial outlooks.

Tuming to our operations in 2013 we delivered on our commitments and remained focused on operational excellence across the business, 8 demonstrated by our top

tier performance in safety and reliability. I am proud to say that for the sixth consecutive year we recorded the lowest number of recordable injuries in our Companys

history moving closer to our goal of zero recordable injuries The fossil and energy delivery teams in particular were instrumental in achieving this record performance.

Similarly providing reliable electric service Io Our customers, despite the hottest summer on record is our focus every single day and was demonstrated by topquartile

performance again this year.

The Palo Verde Nuclear Generating Station had another outstanding year with a capacity factor of 91% This represents the fourth consecutive year in which production

exceeded 31 million megawatt hours arid the ninth year in which Palo Verde was the only US generating facility to produce more than 30 million megawatt hours.

Unit 3 completed its planned outage in late November after finalizing repairs we found early in t.he outage related to a very small water leak from an instrumentation

tube that connects to the bottom of the reactor vessel.

Tuming to capital investments we expanded our generation portfolio by completing the Four Corners transaction which l will discuss in a moment and also added

over 400 megawatts of solar energy Key additions to the solar portfolio include the 250megawatt Solana plant which went into service in October of last year as well

as another 32megawatts of AZ Sun that went into service in December at Hyder ll and Foothills Phase 2.

l

i
i

Over the next several years we expect the solar generation portfolio to continue to grow with 32 megawatts of AZ Sun going into service and mid20l4 and 20

megawatts of AZ Sun expected in 2015. These additions including the 20 megawatts recently approved by our Commission bring our owned utility scale solar

commitment to 170 megawatts or about $695 million

Let me discuss the Four Comers in a bit more detail as that transaction representsan important milestone First I would like to thank Dave Hansen our Vice President

of fossil generation and the team that Dave worked with that was involved for the commitment and patience inseeing this transaction through to its completion despite

a challenging set of circumstances.

The transaction provides ongoing longterm benefits to the region ranging from reduced emissions additional lowcost generation for our customers and continued

support of the Navajo Nation.

On December 30 APS notified the EPA that the Four Comers participants selected the BART alterative which required APS to permanently retire the Four Comers

Units l 2 and 3 by January l 2014 and install and operate selective catalytic reduction control technology on Units 4 and 5 by .Inly 31 2018 The environmental

spend will be mostly in the period 2016 and 2017

Units l, 2 and 3 were retired on December 30. Decommissioning work begin immediately and is expected to last about three years with the help of employees already

dedicated to those Units.

i

Also on December 30 APS filed an application with the Arizona Corporation Commission to recover costs associated with purchase of Southern California Edisons
interest in Four Comers We expect a procedural order from the Administrative Law Judge soon that will lay out the timeline with the decision Tiom the Commission

expected later this year. As pan of the application process we have been conducting technical conferences in February to discuss the specifics of the filing with many

of the interested stakeholders.

Another plant that plays an important role in our fleet and in maintaining the Valleys reliability is Ocotillo a 330megawatt fourunit gas plant in Tempe Arizona. We

announced the Ocotillo modernization project earlier this month which will involve retiring two ll0megawatt steam units constructed in 1960 adding five 102

megawatt combustion turbines to the site and maintaining the two existing 55megawatt combustion turbines
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In total this will increase the capacity of the Ocotillo site to 620 megawatts adding 290 megawatts to what is there today. The project targeted for completion by tlle

summer of 2018 will represent an investment of between S600 million and S700 million to ensure the continued reliability of service in our Phoenix service area and

allow our generation fleet to respond to increasing intermittent generation in the desert Southwest. Construction will likely start in 2016.

In addition to these generation investments we are making significant invesunents in the grid much of which is to support renewable generation and key transmission

infrastructure. On January 31 APS filed the annual I0year plan for major transmission facilities.

Two projects of note include the Hassayampa to North Gila 2 project that is well underway and is still expected to be online in the second quarter of 2015 as well as a

series of projects linking the Palo Verde power hub to a substation in Northeast Phoenix. These projects have been in our capital forecast.

The projects I highlighted are the key driver of our rate base growth. We have updated Our estimates as we now expect rate base growth of 6% to 7% through the year

2018.

Looking ahead to 2014 we have included a slide to outline some of the key regulatory and political milestones for the year. On the regulatory calendar in addition to

our annual filings related to the adjusters and compliance we will be filing quarterly reports on distributed generation or rooftop solar installations. We will also

participate in a series of Commissionled workshops on distributed generation and other technological developments as they occur throughout the year

Let me conclude with a comment on the November net metering decision. The Commission made a sigriificant first step in recognizing the cost shift embedded in the

net metering construct

The industry generally acknowledges this decision as the first significant advancement in the nation of the cost~shift issues associated with distributed generation

installations. The $0.70 per kilowatt charge took effect on January l.

Also included in the order in an effort to protect our customers was a requirement that each residential customer owning or leasing a rooftop solar system sign a

disclaimer as pan of the interconnection process to heighten consumer awareness of the risk embedded in the agreement as it relates to potential future rate changes.

The net metering order also stated that APS shall file its next rate case Il June 2015 per the provisions of the 2012 settlement to more fully analyze the costshift issue

We will work with the stakeholders and the Commission through the workshops and other discussions before we determine how best to proceed. As always we will

continue to advocate for the best interest of our customers and for a sustainable solar policy for Arizona

As you can see we can anticipate another full year ahead but our priorities are clear and the management team and l remain committed to that strategy. l will now tum

the call over to Jim.

Jim Hatfield Pinnacle West Capital Corporation EVR CFO

Thank you Don. The topics l will discuss today are outlined on slide 4. l will begin with a review of our 2013 hillyear results followed by a discussion of our fourth

quarter results including earnings and the primary variances from last year's quarter.

l will then provide an update on the status and outlook for the Arizona economy Next I will review our balance sheet strength including recent upgrades of our credit

ratings and our financing activities. And I will conclude with a review of 20l4 earnings guidance.

Slide 5 summarizes our ongoing GAAP earnings for the quarter and full year. On a GAAP basis for the fourth quarter of 2013 we reported consolidated net income

attributable to common shareholders of $24 million or $0.22 per share compared with net income of $23 million or $0.20 per share for the prior year's fourth quarter.

On an ongoing basis we reported consolidated ongoing earnings of S24 million or $0.22 per share for the 2013 fourth quarter versus ongoing earnings of $27 million

or $024 per share for the same quarter a year ago

For the fullyear 2013 on a GAAP basis we reported consolidated net income attributable to common shareholders of $406 million or $3.60 per share compared to net

income of $382 million or $3.45 per share for 2012. Our ongoing earnings for 2013 were also $3.66 per share compared to $3.50 per share for 2012 and in the top half

of our guidance range ofS355 to $370.

Pinnacle West earned a consolidated ROE of 9.9% in 2013 above our 9.5% goal Our remaining comments will focus on the fourthquarter ongoing results.
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Slide 6 outlines the variances that drove the change in quarterly ongoing earnings per share. Lower operations and maintenance expenses added $0.05 per share largely

driven by lower employee benefit costs. Lower interest expense improved earnings by $0.0 l per share due to lower debt balances and lower interest rates. The net

impact of other items increased earnings by $0.06 per share primarily taxrelated items of $0.04 per share.

Higher net operating expenses decreased earnings by $0.03 per share mainly reflecting an increase in depreciation and amortization due to additional plant in service. A

decrease in our gross margin reduced earnings by $0.ll per share compared with the prioryear fourthquarter period l will cover the drivers of our gross margin

variance on the next slide.

As a reminder both the gross margin and O&M variances exclude expenses related to the renewable energy standard energy efficiency and similar regulatory

programs all of which are essentially offset by comparable revenue amounts under adjustment mechanisms. Also the deferrals associated with the Four Comers

transaction are treated in a similar manner as the O&M and D&A drivers I discussed exclude thedeferrals as they had no impact on 2013 results.

Tuming to slide 7 and the components of the net decrease of $0.l l in our gross margin the main component of this were as follows. The Lost Fixed Cost Recovery

Mechanism improved earnings by $0.02 per share which as designed largely offset lower customer usage. Lower usage by APS's customers compared with the fourth

quarter a year ago decreased our quarterly results by $0.03 per share.

Weathernormalized retail kilowatthour sales were down l.9% in the fourth quarter of 2013 versus 2012 While our customer programs and conservation are the largest

source of the reduction in sales this variance also reflects aconvergence back to more normal usage trend compared to last year's fourth quarter. This was in line with

our expectations.

On a yeartodate basis weathernormalized retail kilowatthour sales were down 0.5%.

Lower transmission revenues decreased earnings by $0.04 per share due to the timing of the FERC formula rate trueup.

The effect of weather decreased earningsby $0.05 per share. During the fourth quarter we record cooling degree days in October and heating degree days in November

and December. The negative quarteroverquarter variance was drivenalmost entirely by unfavorable weather versus normal in October of 20I 3.

In fact in terms of the number of cooling degree days last October recorded the fewest cooling degree days in the last 15 years. The net effect of other miscellaneous

items decreased gross margin by 50001 per share.

Slides 8 9 and 10 look at the Arizona economy and our fundamental growth outlook. Economic growth in Arizona continued its overall improvement in the fourth

quarter of 2013 consistent with the prior three quarters although growth remains modest as has been the case for a year or so

i Vacant housing in Metro Phoenix has fallen by more than half since its peak in early 2010 and is at the lowest level in six years Housing prices have responded

On the upper lethand side of slide 8 you can see that prices on existing home sales are l 7% higher than they were a year ago and up 45% from the bottom of the

market in mid 201l . Rising prices are providing more support to new home construction. Additionally vacant rates have fallen in all nonresidential categories as you

can see in the upper right of slide 8.

On the lower lefthand side of slide 8 shows that permits for new housing increased l2% in 2013 over 2012 and more than 150% from the low point in early 201 l This

activity plus business investment in the region has led to an 8% gain in construction jobs in just the last year alone which is supporting total nonfarm job growth as

seen in the lower righthand side of slide 8.

Consumers are do driving the recovery. For 2013 Arizona consumer spending reached record highs. On balance we see signs of sustained improvement in dl

economic indicators which paint a picture of continuing steady recovery.

Reflecting tllis steady improvement in economic conditions APSs customer base grew l 3% compared with a year ago. Looking at the next several years we expect

annual customer growth to average about 2.5% for 2014 through 2016 witll higher grovinh rates at the end of the period than in the near term for the reasons I have just

discussed. This outlook is depicted on slide 9

Additionally we expect our annual weathernormalized retail sales in kilowatthours to increase by about I% on average from 2014 through 2016 primarily due to

improving customer growth being partially offset by our customer programs and conservation. The headwinds from the overbuilt housing market and associated

construction job losses are largely behind us and the state is poised to embark on its next phase of sustained growth.
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Between 1970 and 2001 Arizona's economy joined the US economy in economic recession five times; and each time Arizonas recovery rebounded from recession at a

rate 2 to 3 times greater than the national average. We expect that this pattern will repeat itself in this business cycle once the national economy returns to more stable

and healthy growth rates.

One of the key reasons for this expectation is the attractiveness of Phoenix as a place to live and do business in. Phoenix is the largest city in the Western United States

outside of California and is almost 20% less expensive than living in California which is the worlds ninth largest economy.

As an example the medium singlefamily home in Phoenix is priced 54% lower than the median singlefamily home in San Diego and almost 60% lower than in Los

Angeles. Diese cost advantages are key to Phoenix area businesses retaining a competitive edge in the Cdifomia market as well as globally.

This resurgence in growth is expected over the next few years. True to form Arizonas population rate is growing at double the national average. The exact timing of

this growth trajectory depends on many factors but the roots of our future growth are well anchored in tiindamentals.

Besides history slide 10 provides some anecdotal evidence of the economic outlook for Arizona. Forbes projects Arizona as the number I state for job growth and

ranked Phoenix third on their 2014 list of Americas FastestGrowing Cities. Forbes is not alone Moodys.com has an outlook for Arizona growth over the next five

years that is more robust than our own internal forecasts.

Slide ll outlines our investmentgrade credit ratings and financing activities as we continue to strengthen the balance sheet. In December Standard & Poor's

announced its upgrade to APS's senior unsecured rating to A from BBB+ a ratings level the Company hasnt enjoyed since the mid 1980s as well as similar upgrades

to Pinnacle West's and APSs corporate credit ratings Additionally in .lanuary Moodys upgraded APSs senior unsecured and corporate credit ratings to A3 and

Pinnacle West corporate credit rating to Baal .

I
i

These upgrades will allow our Company to borrow at lower interest rates reducing die financing costs for new infrastructure investment and system improvement

projects while lowering costs to customers. in connection with these ratings actions, the rating agencies cited the Companys improving financial condition and focus

on core utility operations as well as an improvement in the Arizona regulatory environment.

In terms of our financing on January IO APS issued $250 million of 30-year 4.7% senior unsecured notes. The proceeds from the sale were used to fund the purchase

price and certain costs associated with the acquisition of SoCal Edison's 48% ownership interest in each of Units 4 and 5 for Four Corners and to replenish cash used to

reacquire two series of taxexempt bonds in July and October 2013 We also plan to refinance a $300 million maturity this year and raise up to an additional $250

million of new money debt as we assumed in our guidance

Overall liquidity is very strong. At the end of the fourth quarter the parent Company had no shortterm debt outstanding. APS had $153 million of commercial paper

outstanding, temporarily used to fund the Four Comers transaction.

We estimate we will not need to raise additional common equity until 2016. The timing of our next general rate case will not necessarily drive the timing of our equity

issuance.

On slide 12 are some of the details of our pension and other postretirement benefits. This will be a favorable driver in 2014 results as compared to 2013.

The two fundamental factors leading to lower expenses are our higher discount rate and improved funding status. Our pension fund status is now 90% funded up from

77% at yearend 2012 driven by higher interest rates substantial equity returns. and largerthanassumed recent contributions.

As you know the impact of higher interest rates benefits tlle funded status and is supported by our liabilitydriven investment strategy. The higher funded status

translates to lower our longterm funding requirements. Please note that much of this expense reduction was captured in our original 2014 earnings guidance we issued

on October 3 I .

Finally I will discuss our earnings guidance. We continue toexpect Pinnacle Wests consolidated ongoing earnings for 2014 will be in the range ofS3.60 to $3.75 per

share. A complete list of factors and assumptions underlying our 2014 guidance is included in the appendix to our slides which are mostly unchanged.

One update I would like to mention is the status of the Delaneyto-Colorado River transmission project that you have heard us talk about. The project reached a

milestone on February 3 when the project was recommended for approval by the California Independent System Operator to the California Independent System

Operator Board ofGovemors. The Board ofGovemors is expected to deliberate on this project at their March 20 meeting.
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Keep in mind even if approved there MII be a competitive solicitation process, so we will not know if we are successful until the fourth quarter of the year The capital

expenditures for this project are not included in our projected CapEx at this time. We will continue to keep you updated in this regard.

That concludes our prepared remarks. Operator we will now take qumtions.

0 UESTION AND ANSWER

Operator

(Operator Instructions) Michael Weinstein UBS. l
l
l

lJuliet DumoulinSmith UBS-Analyst

Hi good mouing. lts Julien here. So just quickly could you just chat about the timing issue of equity issuance in the context of a rate case and putting that in" l'm

sorry if it wasn't exactly clear on the call.

Jim Hatfield - Pinnacle West Capital Corporation - EVP CFOl
Well I apologize if it wasnt clear on the call. The point we are making I guess the only difference we talk about 2016 not until that year for equity. We are not

necessarily looking at needing equity associated directly with the rate case

So even if it is pulled forward for example 2016 is still our year.

Juliet DumoulinSrnith - UBS-Andys t

Got you. And that would just subsequently be pulled into any further rate case" There would be no way to put that under the 2015 case right? There is no trueup or

anything?

Jim Hatfield - Pinnacle West Capital Corporation - EVP, CFO

Well they have historically done known and measurable change when we issue equity for the capital structure. But our equity layer at APS for regulatory purpose right

now is very strong so.

Julien DumoulinSmith UBS- Analyst

Great thank you. Then could you just quickly going back to the last transmission project you were talking about how much is that in terms of CapEx and how would

that change? Perhaps if you could talk broadly speaking about FERC 1000 in the context of your participation with CISO projects

Jim Hatfield - Pinnacle West Capital Corporation EVP CFO

Well as you know we submitted this project as an economic project back in 201 l 2012 was recommended by the Cal ISO. It was pulled between that time and the

Board of Governors approving a plan for 20 l2

It has again been recommended by the to the Board of Governors. lt is about it is a ll5mile transmission line really from the Palo Verde hub into the Colorado
River substation acres Colorado River and it is about $325 million. We would do this in a partnership so our share would be half of that.
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And if approved in the fourth if we win this competitive solicitation in the fourth quarter this project wouldnt go into service till 2020 so we are still down the road.

But as we talked about before these here things could be interested away from APS. And Jet can you talk about Order l000?

Jeff Guldner - Arizona Public Service Company SVP, Customers & Regulation

l
l
l

l
l

i
l

Sure. Julien Jeff Guldner. This project in Arizona so it is within the California planning process and that process is evolving with Order 1000. But its one of the

things that we looked at is the strengths that we have within the region and understanding the transmission in the region. So it is folding that in with some of the Order

1000 developments.

Certainly we would be looking within the footprint but ar projects that make sense for our skills.

Julien Dumoulin-Smith UBSAnalys t

- obviously you have the $0.70 kilowatt fixed charge now in place. What is the timing at least as youGot you Excellent. Then just lastly could you just talk quickly

see the world in terms of getting stepups rn that rate?

Jeff Guldner Arizona Public Service Company SVP, Customers & Regulation

Julien Jeffagain. So we do the quarterly reporting now in terms of Wat we are seeing with installations and that is something that all of the parties have indicated that

they want to watch. They want to see how the $0.70 charge affects the installation pace.

So as those numbers start to come in you will have a number of parties who are looking at them and then tlley may take action based on where we see that trajectory

going. But nothing is specific yet.

We are very early in that process. We dont know exactly now what that trend is going to look like.

Jim Hatfield Pinnacle West Capital Corporation EVP CFO

Julien, this rs Jim here. I would just remind you that even if they decide to step il up it is no revenue impact to us lt just goes offset to the LFCR.

Juliet DumoulinSmith UBSAnalyst

Absolutely. Thank you again.

Operator

Kevin Cole Credit Suisse.

Kevin Cole Credit Suisse - Analyst

Good mouing guys. I guess Jet while you're on the phone can you talk a little bit more about the options available to you to avoid commingling of net metering

with the potential 2015 rate case? Just a path arid timing for visibility into resolution.

Jeff Guldner Arizona Public Service Company - SVP, Customers & Regulation
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Sure Kevin So we've got a couple things going right now. There is first the distributed generation workshop and so they are going to be looking at the costs and

benefits of distributed generation. Obviously that is occurring outside the rate case context.

We will also be looking at making a rate plan filing later in the year. So in the rate plan filing we will have some discussions.

Obviously something that we want to look at is how we make sure we have as constructive a discussion as we can in a generic sense. Because it is not just an APS

issue this is a statewide issue.

And so have that discussion. And then as we move into the rate case that is when you would implement some of the more ratespecific solutions

Kevin Cole - Credit Suisse - Analyst

lm Sony. So are you saying that the net metering will be a pan of the rate are you guys doing the 2015 rate case? Sorry if I misunderstood what you said.

Jim Hatfield - Pinnacle West Capimrl Corporation - EVE CFO

l just think its too early Kevin to know what our tiling is going to look like right now. I think the visibility into this will be later in the year when we file our rate plan

which was a requirement of the last settlement.

Jeff Guldner Arizona Public Service Company SVP Customers & Regulation

Right. But youve got proceedings that are going to be going on this year prior to any rate case.

Kevin Cole Credit Suisse - Analyst

When will those proceedings end?

Jeff Guldner - Arizona Public Service Company - SVP Customers & Regulation

There isn't a docket there is a docket established but there is not yet a timeline that is established for having those proceedings. So they are going to just continue

under the schedule that is developed.

What we have proposed so far is a list of potential parties and experts and Mtnesses that can talk through those proceedings

Kevin Cole Credit Suisse - Analyst

Okay So I guess the earliest we will find out about if net metering can be separate from the rate case is the end of this year and the latest is if you tile a rate case

middle of next year. That is the timing?

JdT Guldner - Arizona Public Service Company - SVR Customers & Regulation

Yes. Thats probably fair

Kevin Cole - Credit Suisse - Analyst

Okay. Great. Thank you guys.
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Operator

Ali Agha SunTrust.

Ali Agha Sun Trust Robinson Humphrey - Analyst

Thank you Jim can you elaborate a little more about the visibility that you have on the sales growth and also the customer growth trends that you are assuming for

2014 through 2016? If you look at the second half of last year retail sales were down in both third and fourth quarter Customer growth has been rtmning at about 1.3%.

So the pickup in customer growth but more importantly retail sales: can you just remind us again on how that math works and how you are confident given the second

half of last year?

Jim Hatfield Pinnacle West Capital Corporation $VP, CFO

Well first of all the fourth quarter was off l.9% on sales. l would point out that the comment on return to more normal we were up 1% on usage per customer in the

fourth quarter of 2012 So again you have the one year up one year down effect.

Like I said in my comments fundamentally Arizona has demonstrated ability to grow 2 to 3 times faster than the US And also as I said in my comments it is not clear

when that will be 2014 2015 but we are confident in the longterm growth in the state of Arizona because the fundamentals have not changed.

Al i Agha Sun Tmsr Robson Humphrey - Analyst

Okay. Okay l get it. Then at the back in the appendix you lay out a fiveyear rate base growth trajectory 6.6% average l think 6% to 7% as you talked about on the

call as well. What is the visibility or confidence level in that fiveyear growth for late base"

And what would that equate to from an earnings per share growth for the Company?

Jim Hatfield Pinnacle West Capital Corporation - EVP CFO

The visibility we have through 2018 is l would say I am pretty confident Ocotillo still needs approval we have to get permitting and all of those things But vie have

announced that project. It is critical for reliability in the Valley for both us and SRP.

Then the other big driver as we get into 2017 2018 is going to be the SCRs at Four Comers 4 and 5 which the owners are committed to do So things move around

every year as circumstances change but I think we are pretty confident that that is the trajectory of rate base growth.

In terms of earnings l think it really depends on a couple of factors what happens with sales timing of rate case will be important. So as we have said when we had

6% rate base growth youre going to see earnings per share grow somewhere between rate base growth and the 4% dividend growth.

Al i Agha SunTn4st Robinson Hum phrey Ardys!

Okay okay got it. Lastly more nearterm if I recall correctly we have assumed that new rates for Four Comers will go into effect July l onwards. is the current

schedule keeping you on track? And is that what is embedded in the 2014 guidance?

Jim Hatfield Pinnacle Wes!Capital Corporation EVP CFO

2014 guidance has Four Comers July l. l think we dont have a procedural schedule yet so dont know when we will get that; but l think once we get the A U
schedule we will have when those go into effect
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In the interim we are deferring the cost with I 2 and 3 and 4 and 5 acquisition until the time they go into effect. So cah impact but no book impact.

Ali Agha SunTrust Robinson Humphrey Anolyn

Okay thank you

Operator

Neil Mehta Goldman Sachs.

Neil Mehta - Goldman Sachs - Analyst

Good mouing. LFCR what is the sensitivity to every l% change in weather normal demand in 2014?

Jim Hatfield Pinnacle West Capital Corporation - EVP, CFO

Whatever l% in weather demand?

Neil Mehta - Goldman Sachs Analyst

The weather normal demand

Jim Hatfield Plnnack West Capital Corponadon EVE CFO

Oh weather normal demand Well generally speaking every l% customer growth is about $30 million of gross margin about $10 million of net income.

Neil Mehta Goldman Sachs Andys!

Okay So as demand tracks below expectations more like the second half of 2013 type of mn rate do you think you have the O&M flexibility to still make the
midpoint of guidance?

Jim Hatfield Pinnacle West Capital Corporation EVE CFO

We are confident in our guidance.

Neil Mehta - Goldman Sachs - Analyst

Got it. Then last question on transmission adjustment clauses in 2014. Approximately what is the Tate Increase related to transmission?

Jim Hatfield Pinnacle West Capital Corporation EVP, CFO

We havent filed that yet Neil Pan of our adjustment in the fourth quarter of2013 was atrueup to what we expect to file but we have not worked through the Form I
yet We expect to file that probably around April l would be a good timeline.

Neil Mehta Goldman Sachs - Analyst
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All right great. Thanks guys.

Operator

Brian Chin Merrill Lynch.

Brian Chin 8ofA Merrel Lynch - Analyst

Hi good mouing. Just a question on slide 12 your pension expenses. It looked as though there were some adjustments to the discount rate and the plan assets. So it

looks 8 though your pension expense would be a little bit lower in 2014 and 2015 than what it was in 2013

Given that the guidance for 2014 didnt really change can you just give a little bit more color as to what some of the offsets to that might be? Or has the retention of the

guidance been just a little bit more conservatism on your part or a little bit of mix of both? Just a little extra color there.

Jim Hatfield - Pinnacle West Capital Corporation EVE CFO

Well l think a little bit of both. When we came out on guidance on October 3 I we had a fairly good view of interest rates so we knew we would have some reduction

- or some increase in the discount rate. We factored that in.

We have a liability handed pension strategy which the more we are funded the more we move toward fixed income. So we do the longterm return on plan assets

would drop as we get more funded.

So we made a educated guess at the end of October And where we are now that we have the assumptions nailed down is not materially different than what we had in

October

Of course it would be l think for us kind of silly to change our guidance based on truing up the pension &om through really one month of the year So it is some

conservatism in that regard.

W

IBrian Chin BafA Merill Lynch Analyst

Very helpful. Thank you

Operator

Charles Fishman Morningstar
I
I

Charles Fishman Morningstar - Analyst

I
I

Ocotillo would not be covered by a tracker that would have to wait for the rate case following 2016?

Jim Hatfield Pinnacle West Capital Corporation - EVP, CFO

Well it could or couldnt. We havent made any decisions on our rate strategy there. We wont really begin spending any material money until 2016 so and l think
what we try to do from a rate strategy also depends on the timing of a rate case.

Charles Fishman Morningstar Analyst
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Okay but that plant that is not considered an environmental thing" lt wouldnt be covered by any trackers correct?

JimHatfield - Pinnacle West Capital Corporation EVP, CFO

No.

Charles Fishman Morningstar Analyst

Okay. Thats what I thought. Then just on the FERC trueup that caused the $0.04 in the recently ended quarter I always thought those FERC trueups were like
clockwork. What happened?

JimHatfield - Pinnacle West Captlal Corporation EVP CFO

Well so we basically when we are going to file next year we begin to actually charge to revenue a portion of what we think we are going to do next year because it
is for this year period. That came out of our settlement when we had the actual date of June I in Arizona as well as FERC .

I Various things impact that. what goes into service what expense levels are what our wheeling revenue is. So as we go through the year we just get a better view as to
where we are going to end up the year.

We are talking $0.02 increase last in 2012 and $0.02 down this year. So I would say it is pretty close actually.

Charles Fishman - Morning.s1ar - Ardys!

So nobody really challenged the trueup it was just a procedural thing?

Jim Hatfield Pinnacle West Capital Corporation EVP CFO

It is an internal thing.

Charles Fishman Morningstar Analyst

Okay.

JefT Guldner Arizona Public Service Company SVP, Customers & Regulation

This is Jeff lts the way the formula works. So everything that is happening in a trueup is normal formula adjustments. And they just become clear as you work
through the formula year.

Charles Fishman Morningstar - Analyst

Okay thank you.

Operator

Rajeev Lalwani Morgan Stanley.
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Rajeev Lalwani Morgan Stardey - Analyst

Hi can you just walk through the timeline and approval process for the Ocotillo project? And then I have a followup.

Jim Hatfield Pinnacle West Capital Corporation E VP CFO

l can only tell you that we have to get permitting we have to get approval from the city of Tempe.

Jeff Culdner Arizona Public Service Company SVR Customers & Regulation

lThis is .left Ihere is about a yearlong certificate of environmental compliance or compatibility process that takes place. So that would go before the Arizona

Commission. Ultimately they are the ones who approve the certificate of environmental compatibility.
i

And then once that is approved youve got your other normal air permitting and other things that would go forward. But that initial regulatory approval is about a 12

month process.
i

iRajeev Lalwani - Morgan Stacey Ardys!

Then a clarification ofa question earlier or an answer earlier. The l% sales growth that you noted from 2014 to 2016 does that include any benefit from the LFCR?

And if it doesnt what would the benefit of the LFCR be on top of the l%" If that makes sense.

Jim Hatfield - Pinnacle West Capital Corporation EVP CFO

Yes obviously as customer growth increases from where we are today up to 2.5% we are going to begin to see a sales growth increase as well. On top of that l %

would be some benefit of the LFCR or whatever else happens out of net metering and the rate case. That would be consistent with Miat we are doing today from an

LFCR perspective.

Rajeev Lalwani Morgan Stanley -Analyst

Like could you just quantify?

Jim Hatfield - Pinnacle West Capital Corporation EVP, CFO

Like $0.01 to $0.02 a quarter basically

Rajeev Lalwani Morgan Stacey Analyst

Okay And on a percentage basis, what does that come Out to? Like 0.5% or so?

Jim Hatfield Pinnacle West Capital Corponadon EVP, CFO

l think this years filing was like 0.7% or something like that.

Rajeev Lalwani Morgan Stanley - Analyst
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Okay.

Jim Hatfield Pinnacle West Capital Corporation EVP, CFO

It started at 0.2%. It is capped at l% rate increase. So that would be your topend.

Jeff Guldner Arizona Public Service Company SVP Customers & Regulation

We are about 0.75% rate on this years.

Rajeev Lalwani - Morgan Stanley - Analysl

Okay. So going forward from a modeling standpoint heathernormalized sales growth should be something like I 5% l.7% or so?

Jim Hatfield Pinnacle West Capital Corponadon -EVR CFO

Well you need to separate sales from revenue. Because we think sales growth is going to be about l% and then you have some of your adjusters that you would
include on top of that. Like TCA RES LFCR ElS when we get later into the period.

Rajeev Lalwani Morgan Stanley - Analyn

Understood. Thank you.

Operator

(Operator Instructions) Kit Konolige BGC

Kit Konolige BGC Partners - Analyst

Good mouing. On the $0.70 for net metering obviously it has not been in place very long but I am sure you guys are watching it closely. Do you have any early
returns or even anecdotal feedback on whether its having any impact one way or the other"

DonBrandt - Pinnacle Wen Capital Corporation - Chairman, Presrllent, CEO

Kit, this is Don. No we are just a month or so into it. To draw any conclusions from the statistics would be pure speculation

Kit Konolige BGC Partners Analyst

If I understood you correctly basically your strategy towards any further proposed alteration tn lets say the level of that charge would you want to gather evidence
and go through these workshops and it may or may not be something that is pan of the next rate case

Don Brandt Pinnacle West Capital Corporation Chdnnan President CEO

l think youre correct.

Ki! Konolige BGC Partners Analyst
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Okay Very good Thank you.

Operator

Jim von Riesemann CRT Capital.

Jim von Riesemann - CRT capitol Group Analyst

Good mouing. Hey Chairman Stump was in New York last month and made a couple comments about some of the regulatory policies that the ACC is going to be
examining. Then he also brought up the topic of ballot initiatives At that time he had mentioned the possibility of a retail competition ballot initiative going into
Arizona

I know judging currently it is not on the ballot But can you just give an update with that and some of the dynamic pricing and some of the other things that they were
talking about?

Don Brandt Pinnaek West Capital Corporation - Choir on, President, CEO

You want to try it?

Jeff Guldner - Arizona Public Service Company - SVP Customers & Regulation

Jim this is Jets We dont lmow of any ballot initiative right now. There is legislation that is out there right now and I think there was one bill that was introduced that
had a kind of broadly defined competition language in it. But that hasnt I dont believe that has moved right now.

And so obviously we would be watching that but (multiple speakers) there yet.
I

Jim von Riesemainn - CRT Capitol Group Analyst

Okay Then l have just one nit question if you dont mind Sorry to do this on a call. The CapEx from the slide deck doesnt match your cash flow CapEx in the I0K.
lt is off by about $152 million. Am I missing something there?

Jim Hatfield Pinnacle West Capital Corporation EVP CFO

We will have to look into that. We also have we also accrue CapEx in December but we will have to look into that.

Jim von Riesemann CRT Cnpiral Group Analyst

Maybe it is that. Okay we will talk later. Thank you

Operator

Ali Alfa SunTrust.

Ali Agha - SunTn4st Robinson Humphrey Analyst

16

THOMSON REUTERS STREETEVENTS | wvvw.streetevents.com | Contact Us

THOMSON REUTERS
. , . . ; . ; , .
e. aspA
go; ./ .:§. . . ..°»'S1....»e°....eo 2014 Thomson Reuters Al l  ngms resewen Republ ication or redtstnbubon of Thomson Reuters content rndualng by framing or srmrtar means ts

pronlbated wi thout the poor wri tten consent of Thomson Reuters Thornenn Reuters and the Thomson Reuters logo are registered trademarks 01
Thomson Reuters and rl ! afmiatee companies K-ACC00022

Page 16 of 20



FEBRUARY 21, 2014 / 04;00plvl GMT, PNW - Q4 2013 and Full-Year Pinnacle West Capital
Corporation Earnings Conference Call

Hey Jim just a followup. I wanted to be clear I was understanding you right on your thoughts on equity needs and so on. What would be the trigger for the equity

offering? l guess you are looking at tllat in 2016.

Is it to true up the balance sheet for the rate case even though you may have filed earlier? Or is it more to look at your CapEx forecast next three years and look at

funding needs? What would be that triggering element for you in terms of when you end up raising equity?

Jim Hatfield Pinnacle West Capital Corporation EVP CFO

What we look at is our credit metrics to protect our A credit rating

Ali Agha SunTrust Robinson Humphrey Ardys!

Okay So that is looking at your funding needs etc. But to be clear given your equity layer at APS right now youre fairly comfortable that you will be at your

threshold through the rate case process?

Jim Hatfield Pinnacle West Capital Carporadon EVP CFO

Yes lam very comfortable.

Al i Agha Sun Tnzst Robinson Humphrey - Analyst

All right. Thank you.

Operator

Andy Levi Avon Capital Advisors.

Andy Levi - Avon Capkail Advisors Andys!

Hi good mouing guys. Just wanted to shake out a little bit more just to make sure I understood it. Just back on the sales can you just explain a little bit in more
detail I guess from what you were saying that the third quarter and particularly the fourth quarter of 2012 was unusually high and that is what is making the fourth

quarter of 2013 look uglier than it really is and really is not something that we should focus on going forward.

So can you maybe Just talk about that? Because the reason l say that is l look how your stock is trading and I think that may be affecting it today.

Jim Hatfield Pinnacle West Capita! Corporation EVP CFO

Well if you look at fourth quarter of 2012 usage per customer was up l% from what we consider normal customer usage and custom growth. And it was lower in the
fourth quarter of 2013 by l.9%, with l% of that being the offset of last year

l will point out this and you know you have a quarter where and the first quarter is like this as well any anomaly in weather can really skew usage just based on
weather patterns. So were not worried about it. We see it a lot in the first and fourth quarters just because of the very low usage.

We are still confident in our projections going forward.

Andy Levi Avon Caped Advisors - Andysr
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So l guess what the fourth quarter just in general is is that your lowest earnings quarter?

Jim Hatfield Pinnacle West Capital Corporation EVP, CFO

First quarter would be.

Andy Levi Avon Capital Advisors Analyst

First quarter and then second then it comes fourth quarter; then you really make your money in the second and third quarters So I guess what you are saying is just to

paraphrase is: because ofweather and because of low usage it is very hard to use that number as some type of trend

Jim Hatfield Pinnacle West Capitol Corporodon EVP CFO

l would say that despite my teams best ascertations, weather is an art not a science when it comes to exactly what is weathemtriven and what is not weatherdriven

Andy Levi Avon Cap1?aIAdvisors Analyst

The other thing I just wanted to give you an opportunity for no better way to put it is you look at how the stock has done particularly since the last five or six months

And you went from trading at a pretty nice premium to the group and then after EEl and the things that happened with rooftop solar and the ruling there which

obviously they really affect your earnings.

Your trading I guess youre the third cheapest stock in the group on the regulated side. So how do you tum that around? And why if you had to just talk about a few

things why it shouldn't be justified arid maybe address the regulatory atmosphere in Arizona which is probably not as bad as what is being portrayed in the stock.

Don Brandt Pinnacle We.t1 Capitol Corporation - Chairman, President, CEO

I Andy first I will say the regulatory atmosphere l think is very positive There was a lot of relatively ugly media coverage generated by certain parties in particularly

the second excuse me third and fourth quarter lat year That has probably got some impact a fair amount of notoriety.

I think a number of other states around the country are going to take up the cause and we will see where it goes.

But coming back to I think the intrinsic value that Pinnacle West has to offer is first a lot of the charts and numbers Jim went over is the intrinsic growth that is

inherent in our service territory the level of rate base growth we have got. We are very successful l think one of the best operators in the nation and that all adds up to

creation of shareholder value over a longer period of time

One little nit on - to add to Jims comments about the fourth quarter we did have a month of October where cooling degree days were all but nonexistent. So I wont
get into the statistics of it, but the weathernormalizing model is a statistical model And when you get a few standard deviations off of a normal weather pattern in one

of the traditionally weakest quarters of the year I wouldnt use the fourth quarter of 2013 to predict any kind of a future trend.

Andy Levi Avon CapitalAdvLvors Analyst

All right. Thank you very much. Then the last question I have is just can you just remind us ofdividend policy going forward?

Jim Hathcld Pinnacle West Capital Corporation EVP CFO

Current intention of the Board is to grow the dividend approximately 4% a year and they will look at that every October and make a determination. But certainly with
rate base growth and adjusters and our ability to eam we would expect that to continue subject to Board annual action
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Andy Levi Avon Capkail Advisors Analyst

Thank you very much.

Operator

Paul Patterson Glenrock Associates

Pa ul Patterson Glenrock Associates - Analysl i
l

Good mouing. Just very quickly on the l% sales growth does that anticipate any change in the impact from solar installations? li
l

Jim Hatfield Pinnacle West Capital Corporation EVP CFO

No lt is really as a projection of continued rooliop solar.

Paul Patterson - Glenrock Associates - Ardys!

Okay So in other words the changes that we have seen so far which you guys have indicated it's too early to redly measure what the impact will be from the recent

regulatory decision as far as your the numbers that you have IL the l% you guys are not baking in any significant change as a result of that regulatory decision?

Jim Hatfield Pinnacle West Capital Corporation EVP CFO

ColT¢cl.

Paul Patterson - Glenroek Assoethtes Analyst

Okay Thats -- everything else was answered Thank you so much.

OperatorI

We have reached the end of the questionandanswer session. I would now like to tum the floor back over to management for closing comments.

Paul Mountain Pinnacle West Capital Corporanbn Director IR

That concludes the call Thanks, everybody.

Operator

Ladies and gentlemen this does conclude todays teleconference. You may disconnect your lines at this time. Thank you for your participation arid have a wonderful

day
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EDITED TRANSCRIPT
PNW - Q1 2014 Pinnacle West Capital Corporation Earnings
Conference Call

EVENT DATE/TIME: MAY 02, 2014 / 04:00PM GMT

OVE RVI EW:
PNW reported 1Q14 consolidated ongoing earnings of $16m or $0.14 per
share. Expects 2014 consolidated ongoing EPS to be $3.60-3.75.

1

THOMSON REUTERS STREETEVENTS | vwvw.streetevents.com | Contact Us . f . . . .
• . . . . .

•  . .  •
9 1 . . . . ; o
' Y # : : : 2 » '. . .

e 2014 Thomson Reuters o vvgvvts eseivew Repubhoation or rednstnbution of Thomson Reuters con\am. including by framing or simi lar means. s
p roh i we o r c we  a rm  u n d e r  8 ws¢ i  i reason Reuters Thomson Reuters and the Thomson Reuters logo are registered trademarks of
T h o rrsw " e g e s a n d  t s i i m a i e c .o rrca rn e s

THOMSON REUTERS

K-ACC00023
Page 1 of 21



MAY 02, 2014 / 04:00PM GMT, PNW - Q1 2014 Pinnacle West Capital Corporation Earnings
Conference Call

CORPORAT E PART ICIPANT S

Paul Mountain Pinnacle West Capual Corporation Director afR

Don Brandt Pinnacle West Capital Corporation Chairman & CEO

Jim Hatfield Pinnacle West Capital Corporation CFO

Jell Guldner Pinnacle West Capital Corporation APS SVP of Public Policy

CONFERENCE CALL PART ICIPANT S

Greg Gordon [SI Group Analyst

Julien DumoulinSmith UBS Analyst

Al i Agha Sun Trust Robinson Hianphrey Analyst

Kit Konolige 8GC Partners Analyst

Dan Eggers Credit Suisse Analyst

Neil Mehta Goldman Sachs Analyst

Brian Chin BofA Merrill Lynch Analyst

Paul Ridzon Key8anc Capital Markets Analyst

Steve Fleishman WoW Research Analyst

Rajeev Lalwani Morgan Stanley Analyst

Paul Patterson Glenrock Associates Analyst

Charles FishmanMorningstar Analyst

Andy Levi Avon Capital/ANllennium Partners Analyst

PRES E NTATION

Operator

Greetings and welcome to the Pinnacle West Capital Corporation firstquarter 2014 earnings conference call. At this time all participants are in a listenonly mode. A

brief questionandanswer session will follow the formal presentation .

(Operator Instructions)

As a reminder this conference is being recorded.

is now my pleasure to introduce your host Paul Mountain Director of Investor Relations. Thank you sir You may begin.

Paul Mountain - Pinnacle West Caprlaul Corporation Director aflR

Thank you Christine.

I would like to thank everyone for participating in this conference call and webcast to review our firstquarter 2014 earnings recent developments and operating

performance. Our speakers today will be our Chairman and CEO Don Brandt and our CFO Jim Hatfield. Jeff Guldner who is APS Senior Vice President of Public

Policy is also here with us
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I

First I need to cover a few details with you. The slides that we will be using are available on our Investor Relations website along with our earnings release and related

information. Note that the slides contain reconciliations of certain nonGAAP financial information.

Today's comments and our slides contain forwardlooking statements based on current expectations and the Company assumes no obligation to update these

statements. Because actual results may differ materially from expectations we caution you not to place undue reliance on these statements.

Our first quarter form l0Q was filed this mouing. Please refer to that document for forward-looking statements cautionary language as well as the risk factors and

MD&A section which identify risks and uncertainties that could cause actual results to differ materially from those contained in our disclosures.

A Replay of this call will be available shortly on our website for the next 30 days. It will also be available by telephone through May 9

l will now tum the call over to Don.

Don Brandt Pimlaele West Capital Corporaubn Chairman & CEO

Thanks Paul and thank you all for joining us today

My comments today will focus on our generation portfolio and the regulatory landscape in Arizona .lim will discuss the firstquarter results and update you on our

economic and financial outlook

I will begin with our integrated resource plan filed on April I which outlines how we plan to meet Arizonas growingenergy needs over the next 15 years. Our portfolio

will continue to evolve into a cleaner more flexible generation mix driven by renewable energy energy efficiency and natural gas with advanced technologies making

the grid smarter and adding operational flexibility. In our resource plan we predict that the amount of renewable energy in our portfolio will double by 2029 driven by

our continued leadership in solar energy.

The Solar Electric Power Association released its annual ranking of top solar utilities earlier this week arid APS moved up one spot to number three for growth in solar

megawatts during 2013 We rank among on the top five utilities for solar power in four categories. Looked at another way our solar investments combined with the

investment in Solana generating station enabled by our purchase power agreement totaled $3 billion.

The AZ Sun program is an important piece of that story Construction and interconnection work remains on track at the Gila Bend site. The project, with an expected in

service date of mid20l4 will bring 32 megawatts ofutility scale solar online

The next two projects totaling 20 megawatts that were approved by the ACC in December 2013 are in the early stages of development. The I0megawatt project in

the city of Phoenix was approved by the city Council recently an important step allowing us to move forward and we are working with Luke Air Force Base on the

land and the site plan for the I0megawatt project at Luke.

In a recent filing with the ACC we requested approval to develop another 20 megawatts of utilityowned solar at Redhawk power station to meet our renewable

obligation under the 2009 settlement. If approved by the ACC the 20 megawatts would bring the total approved in the AZ Sun program to 190 megawatts.

The Palo Verde nuclear generating station had an excellent quarter All three units were at full power slightly improved from the site capacity factor of 99% in last

years first quarter.

The first of this years two planned refueling outages began in unit two on April 5 with all key work streams on track. We discussed our summer preparedness plan with
the commission last month. APS is wellpositioned to meet customer demand this summer despite drought conditions tiom a very dry winter that is expected to result

in higher fire potential beginning in May

As we do each year we monitor the health of our substations and the wires which includes several methods of visual observation and we have added a new level of

contingency planning where we automatically and frequently mn training scenarios of how to respond to potential issues within the Western interconnect.

Now turning to the regulatory landscape l'll preface my comments with a brief recap We were the first major utility to open a dialogue about how to enable the

continued growth of rooftop solar and still protect customers who do not want or cannot install solar on their homes
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As we wrote in December 2012 when we proposed a stakeholder conference to explore the subject and I quote it is APS intent that the conference result in a

collaborative solution resting on three primary pillars; One an equitable and balanced distribution of cost and benefits. Two subsidies if any that are transparent And

three a sustainable means for solar to continue in Arizona

By raising the net metering problem early, long before it is a financial issue for our Company APS and Arizona are in a stronger position today

The ACC arid other stakeholders including the states residential utility consumer office RUCO have recognized that net metering creates an unfair cost shift causing

nonsolar customers to pay higher rates Io maintain the electricity grid. Commissioners and staff now understand the issue as well as any Public Utilities Commission in

the nation. Our relationships with the commission the staff; and other stakeholders remain very constructive.

On April 15 we filed the first quarterly report on the level of rooftop applications and installations. More than 2200 residential grid-tied solar photovoltaic systems

were installed in the first quarter bringing the total number on our system to more than 25000

There were 1100 applications in the first quarter compared to 1800 in the Erst quarter of last year arid 2600 in the fourth quarter The new rules related to rooftop

solar have only been in effect for a few months and have shown significant monthtomonth volatility.

lI believe it's too early to draw conclusions about what the pace of installations in the first quarter of this year means. The important point is that Arizona remains ahead

of schedule to meet its goals for renewable energy l

While we and the commission monitor rooftop activity a series of three workshops are being conducted this year. One on energy efficiency and that concluded in

April The second on innovative technologies which is in process and the third on the value and cost of distributed generation which will get underway next week. The

workshops provide a forum to collaborate vnth the commission RUCO and other stakeholders while also learning from industry experts whose opinions we value in

these venues.

One point remains clear. A robust grid is needed by all customers and rate design needs to evolve to accommodate changing technologies arid preserve the integrity of

the system. We have confidence that Arizona regulators understand the issue arid will protect the balance of customers who do not use or have access to distributed

generation technologies

I

APS is an early adopter of solar energy and smart grid technology. We are an industry leader in proactively addressing regulatory and revenue challenges associated

with each. l expect a productive dialogue with key stakeholders over the next several months especially on the complex topic of distributed energy and net metering.

Tuming to two highlights related to our people. Earlier this year we announced several internal organizational changes to expand the experience of key executives and

transfer knowledge between critical roles. These changes continue to build our bench strength and drive efficiencies throughout the organization.

[m also proud to share that APS was selected as a finalist for the 2014 Secretary of Defense Employer Support Freedom Award generally known as the Freedom

Award. This award is the United States Department of Defenses highest honor for employers and recognizes companies that provide extraordinary support to their

National Guard and reserve employees. APS is among 30 finalists for the award and made the cut from a pool of more than 2800 nominated organizations.

Let me conclude with a personal observation about Arizonas economy. Jim will walk you through several economic indicators which continue to move in a positive

direction.

More broadly though there is a new sense of momentum among the business community here in Arizona. Forbes magazine has ranked Arizona as the number one state

for expected job growth over the next five years beating out Texas for the top spot. Forbes also ranked Phoenix the third fastestgrowing city in America.

I spent the last few weeks talking about the economy with business leaders across the state arid lam struck by the optimism and enthusiasm [ve encountered. That's an
economic indicator thats not easily quantified but important nonetheless. The fact remains that Arizona is an outstanding place to live and conduct business.

will now tum the call over to Jim.

Jim Hartield Pinnacle West Capital Corponadon CFO

Thank you Don
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The topics l will discuss today are outlined on slide 4. I will begin with a review of our firstquarter results including earnings arid the primary variances from last
year's first quarter Followed by an update on the Arizona economy and l will conclude with a review of our financial outlook

lSlide 5 summarizes our GAAP net income and ongoing earnings which are the same this quarter As usual my comments will refer to ongoing earnings

l
l

l
For the first quarter of 2014 we reported consolidated ongoing eaminy of $l6 million or $0 14 per share compared with ongoing earnings of $24 million or $0.22
per share for the first quarter of 2013. Excluding the effects of weather yearoveryear earnings were actually up $0.05 per share in the first quarter of this year versus

the first quarter of 20l3.

Slide 6 outlines the variances that drove the change in quarterly ongoing earnings per share. bower operations arid maintenance expenses added $0.09per share largely

driven by lower employee benefit costs including the favorable impact from pension which is expected to benefit each quarter this year.

Higher depreciation and amortization expenses decreased earnings by $0.03 per share primarily due to additional plant in service. Higher taxes other than income

taxes reduced e8mingsby $0.02 per share due to higher property tax rates.

The net impact of other items including higher interest expense decreased earnings by 5003 per share.

A decrease in our gross margin reduced earnings by $0.09 per share compared with the prior year's firstquarter period. l will cover the drivers of our gross margin

variance on the next slide.

As a reminder both the gross margin and O&M variances exclude expenses related to the renewal of energy standard energy efficiency and similar regulatory

programs all of which are essentially offset by comparable revenue amounts under our adjustment mechanisms. Also, the deferrals associated with the Four Comers

transaction are treated in a similar manner. The drivers I discussed exclude these defenals as there was no net impact on firstquarter 2014 results.

Tuming to slide 7 and the components of the net decrease of $0.09 in our gross margin the main components of this were as follows.

The lost fixed cost recovery mechanism improved earnings by $0.02 per share which as designed offset some of the impact from energy efficiency programs and

distributed energy.

I
I.

I.
Higher usage by APS customers compared to the firm quarter a year ago increased quarterly results by $0.0 l per share. Weathernormalized retail kilowatt hour sales

after the effects of energy efficiency programs customer conservation and distributed generation were up 0.6% in the first quarter of 2014 versus 2013.

The net effect of other miscellaneous items increased gross margin by $0.04 per share including the benefit of the two Arizona Sun prolects that went into service at the

end of 20l3.

bower transmission revenue decreased eamings by $0.03 per share due to a priorperiod true-up recorded in the first quarter of 2013 We have included a couple of

slides in the appendix that outline how theTCA works in a bit more detail.

As l referenced earlier the effects of weather variation decreased earnings by S0 13 per share. This years first quarter was milder or less favorable than normal while

the first quarter of 2013 was cooler or more favorable than normal. in the first quarter of this year heating degree days were 5 l% below normal and 6 l% lower than

the comparable quarter a year ago.

Beginning on slide 8 is a look at the Arizona economy and our fundamental growth outlook. Economic growth in Arizona continued its overall improvement in the first

quarter of 2014 consistent with the four prior quarters although the growth remains modest as has been the case for the last 18 months or so.

Vacant housing in Phoenix Metro has fallen by more than half since its peak in early 2010 and is at its lowest level in six years. Housing prices have responded. On the

upper left-hand side of slide 8 you can see that prices on existing home sales are 14% higher than they were a year ago and up 44% from the bottom of the market in
mid20l i.

Improved home values are providing more support to new home construction. Additionally vacancy rates have fallen in all nonresidential categories as you can see in

the upper right of slide 8
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The lower lefthand side of slide 8 shows that permits for new singlefamily homes increased 8% in 2013 over 2012 and more than 75% from the low point in 201l .

Despite the mild start this year in housing permit activity we expect to see continued permit grovinh as the Arizona economy continues to improve.

Overall stable activity plus business investment in the region has led to a 6% gain in construction jobs since last year alone which is supporting total nonfarm job

growth as seen on the lower righthand side of slide 8.

On balailce we see signs of sustained improvement in all economic indicators which paint a picture of continued state of recovery. As in past recoveries it is likely that

each successive year in the nearterm will be stronger as we go forward.

Reflecting the steady improvement in economic conditions APS' customer base grew l.3% compared with the first quarter last year. Looking at the next several years

we expect annual customer growth to average about 2.5% for 2014 through 2016 with higher growth rates at the end of the period than in the nearterm for the reasons

l just discussed This outlook is depicted on slide 9

Additionally we expect our annual weathernormalized retail sales in kilowatt hours to increase by about l% on average from 2014 through 2016 primarily due to

improving customer growth being parti8lly offset by our customer programs and conservation.

The headwinds from the overbuilt housing market and associated construction job losses are largely behind us and the state is poised to embark on its next phase of

sustained growth. This resurgence in growth is expected over the next few years.

True to form Arizonas population rate is growing at double the national average. The exact timing and final path of the growth trajectory depends on many factors but

the roots of our future growth are well anchored in fundamentals

On slide 10 I have some statistics to support the comments Don made on the growth prospects in the Phoenix metropolitan area. Recently there have been over 8000

new jobs announced due to near-term anticipated expansions of current facilities or consolidation of existing operations to Phoenix. These are from the likes of USAA

Luke Air Force Base Mayo Clinic and State Farm insurance

With our recent filing and focus on distributed energy wehave included some additional data on slide ll to help better illustrate the impact of DE. As Don mentioned

the current impact of distributed energy on our gross margin is small. As you can see lll gray on the slide distributed generation IS impacting gross margins by

approximately 05%.

Finally l will review our financial outlook arid earnings guidance.

In terms of our recent financings on May I APS purchased the Maricopa County 2009 Series A D and E pollution control bonds totaling $l00 million. We expect to
remarket these bonds within the next 12 months.

Overall liquidity remains strong. At the end of the first quarter the parent company had $l0 million of commercial paper outst8nding and APS had no shortterm debt
outstanding.

In March we received a procedural order related to the application arid approval of the Four Comers rate rider. Hearings are scheduled to begin in August with tlle final

decision expected by yea.rend. The complete AU procedural schedule is included in the appendix of our slides

Even though the Four Comers rate rider is now expected later than we originally assumed we continue to expect that Pinnacle West consolidated ongoing earnings for

2014 will be in the range of $3.60 to $3.75 per share A complete list of factors and assumptions underlying our 2014 guidance is included on slide 13 which are mostly

unchanged.

This concludes our prepared remarks. Operator we will now take questions.

Q U ESTI ON AND ANSW E R

Operator
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l

(Operator Instructions)

Greg Gordon IS Group.

Greg Gordon IS Group Analyst

Two questions. As it relates to growth. The customer growth was 1.3% in the quarter That was good. You were at 0.6% sales growth. I see that that was really led by

residential.

Don Brandt Pinnacle WestCapital Corporation Chairman & CEO

Yes.

i
i

Greg Gordon ISI Group - Analyst

The delta between customer growth and sales growth is quite small on an overall basis. It's 70 bps You have told us was to son of model over time more like 150

basispoint spread between customer growth arid sales growth due to energy efficiency demand response and DG Why was it so tight in the quarter" Or should we

not look at it on a quarterly basis but on an annual basis because you get more energy efficiency you get more energy conservation in the summer

Jim Hatfield - Pinnacle West Capital Corporation CFO

Greg I wouldnt look at the first quarter and try to draw any conclusions based on the year Remember Erst quarter we had low sales in total. Normally like the
weather which we had m the fourth quarter sometimes skews results I would look at rt over the course of the year

Greg Gordon ISI Group - Ardys!

Okay. My second question is in talking to my housing analyst here at [Sl that there has been a slowdown in new housing purchases in the Southwest over the winter. lt

could cause you to have some concern about the longer term growth trends. Can you give us some feedback on what youre hearing from developers in your service

temtory"

Don Brandt Pinnaek West Capital Corporation - Chairman & CEO

Greg we are getting pretty positive signals from the developers Theyve had labor shortages and as Ive mentioned on previous calls, they've actually built some trade

schools to train craps labor for the construction If you fly in and out of Phoenix you will see there is a fair amount of din moving subdivision development. Thats

echoed by what the homebuilders are telling us.

GregGordon - ISI Group Ardys!

Great. Thank you.

Operator

Julien Dumoulin-Smith UBS.

JulienDumoulinSmith UBS-Analyst
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I suppose first question out of the gate on the waiver or potential waiver to delay the rate case. Where do you stand on that? Do you anticipate filing that in the next

couple months here?

Jeff Guldner Pinnacle West Capital Corporation APS SVP of Public Policy

Julien this is .left Guldner. We havent made a determination on how we move forward with that at this point. We are focused right now on moving into the workshops

and having some of the dialogue and the value of DG and the technology innovation workshops

Juliet DumoulinSmith UBSAndys!

What would be the puts and takes if you will in terms of making a decision to do so or not?

JelT Guldner Pinnacle West Caprlal Corporation - APS SVP of public Policy
l

l
l

Really just need to look at how some of the discussion will evolve. Obviously we expect that in the value of DG workshop theres going to be some discussion around

rate design issues.

Julien DumoulinSmith UBS-Andys t

Excellent. l suppose just following up on that in terms of the DG issue here ultimately how do you think about that playing out relative to the rate case on being a

separate track? Is that something that could be moving forward say late this year early next on a separate timeline" Or how are you thinking about that for the time

being" Just to get an update.

I
Jeff Guldner - Pinnacle West Capital Corpornrion - APSSVP o/Public Policy

We certainly see value in having the discussion around the rate design issues which are broader than just APS. Thats going to involve other utilities. You would have

to implement anything like that in a rate case So there is probably several paths forward

Julien DumoulinSmith UBS Analyst

To the extent to Mich the DG issues were broader than just you and obviously just your rate design issues would that ultimately be a separate docket just to be clear?

JefTGuldner Pinnacle Wesl Capital Corporation APS SVP ofPubllZ Policy

Dont know whether it would be separate or not.

Julien DumoulinSmith UBSAnalyst

Excellent. Lastly in terms of the Four Comers development can you quantify a little bit what the delay means in terms of your numbers?

Jim Hatfield Pinnacle Wes! Capital Carpomdon CFO

Well Four Comers is slightly less than $0.01 a month delay So, somewhere around $0.04 or $0.05 for us. But we have that incorporated in our guidance.

Julien DumoulinSmith UBS-Analyst
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Excellent. Thank you.

Operator

Ali Agha SunTmst.

Ali Agha - SunTna.vr Robinson Humphrey - Analyst

:

Jim to be clear if I heard you right as you mentioned the delay in Four Comers on the map is about $005 Are you specifically seeing whether it was the pension cost
that you referred to in your opening remarks? Are there specific benefits or offsets that you are seeing? Thats kind of neutralizing it out there" Or should we think you
are still in the range but there may be some headwind of not having it done on time coming in on time.

Jim Hatfield Pinnacle West Capital Carporadon CFO

Well we factored into the range of possible outcomes both the delay in Four Comers and we had a pretty good view that pension and OPEB would be down this year
over last year So were still the range is good and we try to incorporate arid probability risk son of each of these factors lt hasnt changed my outlook on the
guidance

Ali Agha - Sun Trust Robinson Humphrey - Analyst

Okay. To be clear there has been no specific offsets that you could point to us to say this came in better than wh8t you may have budgeted originally"

JimHatfield - Pinnacle West Capital Corporation - CFO

No. It has been steady cost control as you see in the first quarter.

Ali Agha - Sun Trust Robinson Humphrey Andys(

Also on the AZ Sun program Mere is the commission right now on its thinking on the remaining final 30 megawatts' I know there was some talk that maybe thats
not required anymore Just give us an update on that and when that is supposed to be resolved"

Jim Hatfield Pinnacle West Capital Corporation - CFO

If you remember last year the commission approved another 20 megawatts 10 for city of Phoenix and 10 for Luke And said when you come back for your 2014
2015 filing we will see how your penetration of rooftop and load and the need. We filed for 20 of that 30 and we are waiting the commission approval on it.

Ali Agha Sun Tmsf Robinson Humphrey Analyst

This process will clarify their thinking whether thats needed are not basically?

Jim Hatfield Pinnacle West Capital Corporation - CFO

Correct.

Ali Agha - Sun Trust Robinson Humphrey - Analyst
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Okay. My last question, in terms of the longer term growth outlook there. l know you added this chart in there showing the small DG component. Is it still fair to say

ratebac growth should still be the key driver in terms of benchmarking EPS growth? Are you still seeing that relationship as is?

Jim Hatf ie ld Pinnacle West Capital Caqzoradon C F O

Yes

Al i A gha Sun Trust Robinson Humphrey - Analyst

Thank you.

Operator

Kit Konolige BGC.
l

l

Kit Konolige BGC Partners Analyst

I just wanted to ask about the decline in O&M yearoveryear Could you go into a little bit what that is pension OPEB etcetera?

Ji m Hat f ield Pinnac le West  Capital Corporat ion - CFO

A lot of it is pension OPEB. and other employee benefit costs. Certainly if I look at the business cost controls some time in t.he quarter that expense is incurred. l t s

just a continuation of our ongoing program including the enterprise process improvement initiative which is looking to streamline processes and document everything

that we do

Kit Konolige -  BGC Partners Analyst

How should we think about say year-overyear changes in O&M going forward" Or, is that something that wed have to look at in the context of the next rate case"

Ji m Hatfield - Pinnacle West Capital Corporation C F O

Well I would say two things on that. Kit. One is our stated goal is to keep O&M basically flat yearoveryear. Certainly a we move out in the outer years less than or

equal to t.he growth in kilowatt hour sales. We are not going to change how we spend and run the business just because we have a rate case. We will continue to be

focused on costs Being as efficient as possible which ultimately lowers cost to customers which is a good thing

let Konolige BGC Partners - Analyst

I

Thank you.

Operator

Dan Eggers Credit Suisse.

Dan Eggers - Credit Suisse - Analyst
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I want to go back to Gregs questions a little earlier about the housing growth outlook and that son of stuff With inventories down at the lowest point in six years and

permits starting to come back. How should we be thinking about the rate of permitting and the conversion of permitting to new home construction to help support that
2.5% customer growth rate? What is the lag between permits moving the houses getting built? And then what is the quantum of homes that weneed to start getting

added to the system?

Jim Hatfield Pinnacle West Capital Corporation CFO

Typically you see anywhere from a 12 to 24month delay in permitting to home construction. Of course theres abnormalities in that it could be longer We see and

Moodys projects around 25000 permits this year which is going to relate the customer growth of about 2% to 2.5% over the next three years Well see permits begin to

accelerate once as Don alluded to there is the getting skilled crafts trained. You will see permits pick up and growth will follow

i

Dan Eggers - Credit Suisse - Analysli

Is there enough in queue when you look at or talk to the builders or things that are going to be built to support the 2.5% number this year? Or is it more like this year

is going to be at this l% 1.5% level and then we'll think about 2015 and 2016 being 25% 3.5% numbers?

Jim Hatfield Plinnack West Capital Corpomdon - CFO

2.5% will be the three-year average and it will be accelerated coming out of the in 2016. You will see growth somewhere around 2% or so this year and it will be

accelerating through that to average 2.5%

Da n Eggers - Credit Suisse Analyst

One of the things we had heard lion Our homebuilding analyst is there was talk of more of these homes being built with the option of solar being included with

construction When you talk to the developers what rate of absorption are they seeing or hearing as far as people opting for solar to be built on the house at

construction" .

Don Bra not - Pinnacle West Capital Corporation - Chairman & CEO

Theres a few developments, Dari that kind of specialize in that l guess is the word ld use. The majority do not.

Dan Eggers - Credit Suisse - Analyst

So it has

Don Brandt Pinnacle WestCapital Corporation Chdnnan & CEO

What the percentage of those tlleyre putting it in or building a home or electingto go solar or not

Dan Eggers Credit Suisse Analyst

Don is there talk or are diere conversations about prospectively expanding the renewable mandate in Arizona Were you could then eventually expand Arizona Sun

and that sort of stuff?

Don Bra ndt - Pinnacle West Capital Corporation Cndrman & CEO

At this time I dont believe we've got any substantive discussions going on in that regard
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Dan Eggers Credit Suisse - Analyst

Okay One lat question from me system performance level As the solar stake is increasing are you seeing any more volatility on the daily dispatch profile? Or the
requirements on peaking ramps as far as when solar is on and ot'f? How is that changing besides Ocotillo the need for new physical generation"

Don Brandt Pinnacle Wes! Capifd Coqwrativn Chairman & CEO

We are clearly seeing that. Thats looking forward, expect more of it. That's one of the driving factors behind Ocotillo. in the next few years Ocotillo is going to be
the majority of that expenditure in addition to the generating sources. It would be adaptations on tlle distribution system.

DanEggers Credit Suisse - Analyst

And the Ocotillo timing when you model how it works with the timing as the solar share takes greater impact'

Jim Hatfield Pinnacle West Capital Corporation CFO

Ocotillo should be finished in 2018. The majority of the spend will be in 2017 and 2018.
I
l

Dan Eggers Credit Suisse Analyst

You are okay from a system performance level"

DonBra nd( - Pinnacle West Capital Corporation Chairman & CEO

Yes

Jim H1tGeld - Pinnacle West Capital Corporation - CFO

A lot of the solar is spread out across the system. That has an impact as well.

DanEggers - Credit Suisse Analyst

Great. Thank you.

Operator

Neil Mehta Goldman Sachs.

Neil Mehta - Goldman Sachs Analyst

Can you talk through dividend growth" Youve got this 4% target over the longterm What do you need to see to get more aggressive when it comes to dividend
growth than 4%?

Jim Hatfield Pinnacle West Capital Corporation - CFO
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Obviously we are targeting average of around 4%. Wed have to see a clear path to rate-based growth greater than the 6% to 7% we are seeing now. To give us

confidence tomove beyond what we are seeing right now. Our payout ratio continues to be in the low 60s so we have a lot of flexibility moving forward

Neil Mehta Goldman Sachs Andys!

On equity Jim what have you said about when the earliest you would need to issue equity is?

Jim Hatfield Pinnacle West Capital Corponadon - CFO

Not until 2016. As the earliest.

Neil Mehta - Goldman Sachs Analyst

Finally there has been some increased M&A activity in the Southwest and in the industry in general. Can you just comment in terms of your thoughts of whether you

think there is value that can be created from regional consolidation"

Don Brandt - Pinnacle We.s1 Capital Corporaubn Chairman & CEO

Thats pure speculation Neil.

Neil Mehta - Goldman Sachs Analyst

Fair enough Fair enough. l will wait until another time to ask. Thanks

Operator

Brian Chin Bank of America Merrill Lynch.

Brian Chin 8ofA Merrill Lynch Analyst

Just going back to the question about how you think about the next rate case. l understand from one of your prior answers that much of it depends on how events
unfold over the remainder of this year For example the DG workshop Can you give a little bit more color on what are some of the factors in the upcoming workshop

for example" Or discussions around DG that might help swing you in one direction or another with regards to do we pursue a more delimited ratesett1ngstyle rare

case or more fullblown rate case? Some of the factors lm thinking of could be whether the DG cost numbers end up coming Out higher or lower out of the workshop
Whether theres a degree of unanimity among the different regulated utilities in the state" Whether the relationship and the tone among different stakeholders ends up

being a little bit less acrimonious than it has been in the past? Can you walk us through some of the factors that you are thinking of that might help you ultimately

come to the right decision on the next rate case"

Jeff Guldner Pinnacle West Capital Corpomdon APS SVP ofPubII2 Policy

Brian this is Jet? Some of the ones that you just outlined are good are right on target with that. What I think youre going to see certainly is some discussion in the

value of DG workshop around what you think about solar valuation and the valuation of rooftop solar I think there is also going to be some discussion around how that

pairs up with the value of the grid. Thats going to be a broader discussion obviously than just APS We will haveother utilities that are in there.

lts going to be difficult to have that kind of discussion without ultimately looking at some of the other aspects a.round rate design. As that unfolds l think we will be

able to see little bit more about what that dialogue looks like what the otller utilities are thinking We also like the opportunity to hear in that from a number of different
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industry experts from around the country. That's one of the things that the commission has done I think a nice job in lining up folks who are going to provide

commentary during those workshops. Those are just going to start next week. We will go in and see how those progress and obviously that will inform some of our

decisionmaking.

Brian Chin - BofA Merrill Lynch - Andys!

If you could remind us of the timeline of the workshop" And then roughly son of the general time frame under Mich we are more likely to see public commentary

from you about how you wish to proceed in the next rate case?

JelT Guldner Pinnacle West Capital Corporation APS SVP 0fPublllt Policy

The workshops the value of DG workshops start on May 7 Theres another one that has been scheduled in June There isnt really a schedule beyond that. So there

may be some additional workshops that follow from that We also have overlaying that separate but probably interrelated in some ways the innovation and technology

workshops and another one of those is coming in late May As we work through those probably obviously it will be later in the year before we see how that looks

then from a longer term regulatory perspective

Brian Chin BofA Merrill Lynch Analyst

Great. Thank you very much.

Operator

Paul Ridzon. KeyBanc Capital Markets

Paul Ridzon - Key8anc Caprlal Markets - Anailyst

Jim just your equity comment? is that no equity until 2016 or through 20 l6?

Jim Hatfield Pinnacle West Capital Corporation CFO

No equity until as least 2016

Paul Ridzon - KeyBanc Capital Markets - Analyst

Okay Just as far as the O&M we're $0.09 ahead here Your fullyear outlook is to be flat or up slightly. I guess the implication is that we are going to see some heavier
O&M later in the year?

Jim Hatfield - Pinnacle West Capital Corporation - CFO

Yes a lot of that is timing especially as it relates to generation overhauls Just some O & M delayed till later in the year I wouldnt say it's going to be heavy. But

pension arid OPEB is going to be dover in every quarter we know that.

Paul Ridzon - Key8anc Capital Markets Ardys!

That's baked into your flat assumption?
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Jim Hatfield Pinnacle West Capital Corporation CFO

Yes.

Paul Ridzon Key8anc Capital Markets - Analyst

Thank you very much.

Operator

Steve Fleishman Wolfe Research

Steve Fleishman Woue Research Analyst

A couple questions First these workshops are they going to be webcast so we can listen in?

Jeff Guldner Pinnacle Wes? Capital Corporation - APS SVP ofPubh?: Policy

Yes.

Steve Fleishman We(/e Research Analyst

Do you know?

JelT Guldner Pinnacle West Capital Corporation APS SVP of Public Policy

Yes.

Steve Fleishman Wolfe Research Analyst

Okay. Don, you mentioned in your prepared remarks the April 15 filing you made and highlighted the fact that the adds yeartodate are less than a year ago and was

certainly less than Q4 Then you also said don't read too much into that yer. Can you give a little color on that commentary" And why we shouldnt read too much into
that yet?

Don Brandt Pinnacle West Capital Corporation - Chairman & CEO

If you look back two or three years Steve the volatility from one month say of February of this year versus last year versus the year before that its a pattern. If you

just look at a few months at a time doesnt seem to be a lot of rhyme or reason to it.

Steve Fleishman Wolfe Research Ardys!

Okay.

Don Brandt Pinnacle West Capital Corporation Chairman & CEO
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You can draw your own conclusions But when I look back over several years of history one could get Out on a limb and prove themselves wrong in another few
months

Steve Fleishman - Wore Research Analyst

l

Okay. Second question is related to the upcoming ACC elections. Has there been any people that have clarity on who's going to be running? And I'm curious if the
solar issue has started coming up at all from a common elections standpoint?

l

l

Don Brandt - Pinnacle West Capital Corporation Chairman & CEO

No The answer to your last one first so far it has not. We are son of in the not early stages but many of the candidates are still gathering the signatures and the
other information data thats required for them to be a candidate in the clean elections process and for the primaries.

Steve Fleishman Wolfe Research - Analyst

Okay. It's just two spots that are up if I recall?

DonBrandt - Pinnaele West Capital Corporation - Chairman & CEO

That's correct.

Steve Fleishman Wolfe Research Analyst

I
l Lastly I thunk there was this ruling by the Department of Revenue to put a property tax on solar leases" Has that been finalized" Has that occurred" Maybe is that

having any Impact on some of the additions"
I

Don Brandt Pinnacle West Capild Corporation - Chairman & CEO

To clarify the issue the statute that requires generating assets and entities not using the generation themselves je. rooftop solar under lease arrangement versus a
homeowner that outright owns his generation its the same law applies to our solar properties has been on the book for years. The solar lease companies were not
paying that tax Last year about this time the Arizona Department of Revenue issued a ruling that they were required to pay it lts pretty clear when you look at the
law In the legislature this last session they were they being the solar lease entities running or attempting to run legislation to exempt themselves from that tax. The
tax would be on them not on the hOM 8OWh€l

They werent very successful at it. And Ill say earlier midstream in that process they turned on that APS was trying to raise property taxes on solar customers arid
just within the last legislature ended their session last week And just recently as of yesterday they were posting on some of their websites an attack on Our governor
and that her administration l presume by that they mean the Department of Revenue was applying this tax. The facts are the tax has been on the books as a statute for
years. They werent paying it. Now they are being required to comply That's sort of where were at right now if that answers your question

Steve Fleishman Wolfe Research - Ardys!

Thanks for clarifying that. Appreciate it Thanks.

Operator

Rajeev Lalwani Morgan Stanley.
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Rajeev Lalwani - Morgan Stanley Analyst

The first one was on the quarterly DG filings. To the extent there IS an acceleration or deceleration in applications do you expect the commission to change some of
those fixed charges that they've implemented"

Jeff Guldner - Pinnacle West Capital Corporation - APS SVP of Public Policy

Rajeev this is Jeff I dont know. I think that they're going to monitor them. Dont anticipate right now any action certainly in the near-term.

Rajeev Lalwani - Morgan Stanley - Analyst

Another question on the rate case. Whats the test year that you are going to use?

JelTGuldner Pinnacle West Capital Corponadon - APS SVP o./Public Policy

Under the current framework we have wed be looking at a 2014 test year. So some of the discussion that had happened earlier is whether that's the test year we

would move forward with or would we move forward potentially with a different test year. To do that we would have to have some change in the existing regulatory
framework we have.

Rajeev Lalwani - Morgan Stanley Andys?l
i
:

I Okay. Based on the guidance you provided for the year whats the earned ROE tiom a regulatory standpoint that you are forecasting?

Jim Hatfield Pinnacle West Capital Corporation CFO

lts going to be in excess of9.5% and short of l0%.

Rajeev Lalwani Morgan Stanley Analyst

Okay. The rate ask or the revenue ask doesnt seem like it's going to be a very big number is that the takeaway"

Jim Hatfield - Pinnacle West Capital Corporation - CFO

We have a Sl billion spend So it will be what it is when we ultimately get there

Rajeev Lalwani - Morgan Stanley - Analyst

Okay. That was it. Thank you.

Operator

Paul Patterson Glenrock Associates.

Paul Patterson Gknrock Associates Andys!
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.lust to sort of most of my questions have been answered. Focusing back on slide I I and the customer energy efficiency I was just wondering how much of that do

you estimate is because of utility programs' Things you are doing versus just general trends I guess lll consumer behavior"

Jim Hatfield PinnacleWestCapital Corporation CFO

In that regard Paul its son of hard to nail a number We could track what CFLs we hand out and things of that nature. We do think most of the energy efficiency is in

lighting for the most part. What we really dont know is what are customers are doing outside of any incentives we give. Then how much is just conservation on the

pan of homeowners in son of an uncertain world. We do know that EE is going to continue to be an impact as everything that is manufactured today is more efficient

than Mat it replaces including buildings footprints and so on. 17iats no data I can tum to do support how much is ours and how much is customers.

Paul Patterson Glenroek Associates Analyst

I

Just son of following on Steves question about the trends in installations. One of the things I guess one might think could happen is that due to a change in pricing

what have you nth the charge and what have you There might have been an acceleration of activity in the fourth quarter. As time goes on that might get more

normal. In other words you might see a cannibalization of the first quarter stuff or being brought in a little bit earlier into the fourth quarter. When we look at the trend

throughout the quarter or as much data as you have through April or what have you do you see and I know its volatile. I completely understand what you are

talking about. Do you see a trend in installations solar installations that are trending upwards as the months go on" Is lt really just to hard to tell"

JdT Guldner - Pinnacle West Capital Corporation - APS SVP ofPublie Policy

Jeff one of those the points you made about the change in the policy that occurred at the end of December what we saw was a significantly higher application rate in

December of folks trying to get in before that change occurred. So we know that was driving the numbers to be very high in December The challenge to try to be with
only four months essentially of data to say what's the longterm trend is youve got among other things that change as well 8 things like we dont have an upfront

cash incentive right now driving folks in early in the application process to get their installations in We want to make sure we are looking at that trend of data to ensure

we see enough of those different variables to get a handle on what the overall longterm trend is l think its too early right now to really tell.

Paul Patterson - Glenrock Associates - Analyst

Okay l appreciate it. Thanks a lot

Operator

Charles Fishman Morningstar.

Charles Fishman Morningstar Analyst

If l could ask a couple of more quick questions on slide l l l might be reading more into this or trying to get more out of this Chan that l should. If I look at the

distributedenergy portion of those three bars it looks like its getting smiler. Yet I realize you said its a little early to make any conclusions from this monthly charge
Am l reading too much into that?

Jim Hatfield - Pinnacle West Capital Corporation - CFO

wen I think you have the offsetting factor there is you get increasing sales before EE and DE continuing to rise. But its a smaller percentage of the overall total.

Charles Fishman - Morningstar Analyn
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Okay. That make sense Got it On the box on the right you have last year let's say a little Over 28000 gigawatt hours of total retail sales what you are saying the 60
gigawatt hours are is that just for one year? Or is that cumulative"

Jim Hatfield - Pinnacle West Capitol Corporation CFO

Just one year

Charles Fishman Morningstar Analysl

Thats one year Thats what I thought. That was it. Thank you very much.

Operator

Andy Levi, Avon Capital Advisors.

Andy Levi Avon Capitol/Millenruiirn Partners Analyst

This wasnt actually going to be my initial question. Back on what Paul Patterson was asking. l would think its more the cash incentives thats having the difference
versus the $5 a month fixed charge. Is that fair would you agree'

JeffGuldner Pinnoek West Capital Corporation APS SVP of Public Policy

in terms of the applications coming down?

Andy Levi Avon CapitoVMillennium Partners Analyst

Yes. I cant imagine $5 making a big difference

JdT Guldner Pinnacle Wen Capital Corporation APS SVP of Publie Policy

Thats probably Bethink that's our assessment. If theres a change in just the logistics of how you go through the process it's likely making lt diffIcult to look at year
overyear comparisons when the year before you had upfront cash incentives and folks were trying to get

Andy Levi Avon Capllal/Millennium Partners - Analyst

Right it's $5 l cant see it affecting the consumers decisions Okay Back to what Brian Chin was talking about. Just to understand the process for the rest of the year.
We are going to have these workshops where the various stakeholders will discuss their views. Obviously net metering being the issue and getting that $5 charge
increased to a more reasonable level.

Then once the workshops are done you really get in tell me if Fm right or wrong on this. You really get into the point of not only whether youve filed for a rate
increase or not a rate increase which you probably won't do. But really whether the commission is going to move ahead in trying to deal with the net metering issue
and raising that amount before the end of the year. Is that correct"

Jeff Guldner - Pinnacle Wes? Capital Corporation APS SVP ofPublie Policy

l think the workshops are broader than that. When you look at just on the value of distributed generation workshop the $5 charge was something that was adopted in
our proceeding that ended last year. This is I think going to be a more broad discussion on how you look at distributed generation in general and bring in in other
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utilities. It's a little difficult to predict how thats going to unfold. Again what we are looking forward to is having experts from around the country coming in and
sharing their perspectives. Not just on the value we think not just on the value of distributed generation but also on how you look at the value of the grid and the
services that we are providing. So since those havent even started yet it is a little hard to tell how thats going to evolve. Obviously that's what that's what were
looking forward to next

Andy Levi Avon Capital/Millennium Partners Analyst

Is the scenario possible that that net metering charge gets altered as a result of these workshops"

Jeff Guldner Pinnacle West Capital Corporation APS SVP of Public Policy

l dont think as a result of these workshops

Andy Levi Avon Capl¥aMPlHl/enrdum Partners Analyst

I dont mean a direct result where you go from workshop to a change in net metering charge. But where the workshops lead to a commission docket that ultimately
would lead to that.

Jim Hatfield Pinnacle West Capital Corporation CFO

Andy l dont think we have any expectations as we said earlier today that that workshop ts going to alter that charge. Remember that charge is offset by LFCR Will
not have an impact on APS

Andy Levi Avon Capital/Millemdum Partners Analyst

I know I understand that. But I guess kind of the way I view your stock performance recently rt seems that most of the underperformance has to do with solar
penetration/net metering and that can continue on. You look at the state of California. and they are probably going to come up with a net metering charge in the $20
range $25 range I think rf there was a more farr charge or more balanced charge between solar users and utility that may make a difference in peoples perception of
your longterm prospects So that's kind of what Im getting at.

I guess from talking to some people down rn Arizona who maybe are in the position to make decisions it seems at least with some a desire to get a more equitable
balance between solar and the Company Or the utilities I should say So that was kind of the line of questioning where I could see rf we could get something done
this year. But I understand you need to get through the workshops and all that first

Jim Hatfield Pinnacle West Capital Corporation CFO

Yes.

Andy Levi Avon CapitaM\lillennium Partners Analyst

Thank you very much.

Operator

Ladies and gentlemen we've reached the end of the questionandanswer session. I would now like to tum the floor back over to Mr Mountain for closing comments

Paul Mountain Pinnacle West Capital Corporation - Director aflR
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Thanks Christine. That concludes our call. Thanks everybody.

Operator

Ladies and gentlemen this does conclude todays teleconference. You may disconnect your lines at this time. Thank you for your participation and have a wonderful
day.
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Operator

Greetings and welcome to the Pinnacle West Capital Corporation Second Quarter 2014 Earnings Conference Call. (Operator Instructions) As a
reminder, this conference is being recorded. It is now my pleasure to introduce your host, Paul Mountain Director of Investor Relations. Thank you,
sir you may begin.

I
.
i.

Paul Mountain Pinnacle West Capital Corporation Director oflR

I Thank you, Christine. I would like to thank everyone for participating in this conference call and webcast to review our second quarter 2014 earnings,
recent developments, and operating performance. Our speakers today will be our Chairman and CEO, Don Brandt, and our CFO, Jim Hatfield. Jeff
Guldner, APS Senior Vice President of Public Policy, and Mark Schiavoni, APS Chief Operating Officer, are also here with us.

First I need to cover a few details with you. The slides that we will be using are available on our Investor Relations website, along with our earnings
release and related information. Note that the slides contain reconciliations of certain nonGAAP financial information. Today's comments and our
slides contain forwardlooking statements based on current expectations and the Company assumes no obligation to update these statements.

Because actual results may differ materially from expectations, we caution you motto place undue reliance on these statements. Our second quarter
Form 10Q was filed this morning. Please refer to that document for forwardlooking statements cautionary language, as well as the risk factors
and MD&A sections which identify risks and uncertainties that could you cause actual results to differ materially from those contained in our
disclosures.
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A replay of this call will be available shortly on our website for the next 30 days. It will also be available by telephone through August 7. I will now

turn the call over to Don.

Don Brandt Pinnacle West Capita/ Corporation Chairman President, CEO

Thanks Paul, and thank you all for joining us today. As Paul mentioned, along with Jim and Jeff Guldner we have Mark Schiavoni with us here
today. Mark was promoted to Chief Operating Officer last month. Mark oversees our nonnuclear operations, while also helping us set the Company
strategy. He cochairs our sustainable cost management initiative with Jim and is one of our most vocal champions on safety issues.

Last quarter, I shared my view that Arizona's regulatory climate is stronger today because APS and the Arizona Corporation Commission were
among the first to address the fairness issues associated with distributed generation and did so long before these rate design challenges became
a significant financial issue for our customers. I will update you on the regulatory progress, as well as a few operational highlights and then Jim will
discuss the second quarter results and update you on our economic and financial outlook.

The Arizona Corporation Commission has conducted two workshops in the value and cost of distributed generation series; the most recent on
June 20. On that date, APS, along with Tucson Electric the Residential Utility Consumer Office, or RUCO, and two Arizona solar trade associations,
Arizona Solar Deployment Alliance and the Arizona Solar Energy Industries Association, filed a joint letter in the docket outlining three broad

principles of rate design to which all diverse signatories agreed.

These three principles are that rates need to be customer~focused forwardthinking, and affordable and fair. The workshop was constructive. In
the end, all parties agreed that devoting time to address rate design was necessary. Following the workshop, at the ACCs July 22 staff meeting
the ACC voted 41 for a limited reopening of the 2013 net metering decision to consider removing the requirement for APS to file a rate case in
2015 to allow for the possibility of developing rate design options in generic proceedings.

The commissioners agreed that Chairman Stump would file a letter in the docket explaining the need for a rate design generic proceeding and
providing notice that the Commission would vote on whether to eliminate the requirement for APS to file a rate case in June 2015 at an August
open meeting. Commissioner Brenda Burns was the sole dissenter only because she thought it best to open the matter and vote on the proposed
change to the requirement at one time.

The exact process is currently undetermined but weexpect rate design discussions to continue int02015. Rate design changes agreed upon would
likely not take effect until the conclusion of APS next rate case. We applaud the Commission for beginning to take action to deal with rate design,

showing that Arizona is a leader in dealing with these complex issues, while providing clarity to stakeholders on the next steps.

We look forward to building on the principles outlined in the joint letter and having a constructive dialogue with all parties. The ACC is taking a
forwardlooking approach in other areas as well. The innovative technologies workshop series also continues through the summer. The topics
covered inform the rate design discussions and educate all stakeholders on new ways to address customer interest. APS is actively participating
in these workshops.

I
i Planning what's next for Arizonas energy future is our top priority. We know our customers want more options for receiving energy to power their

lives, including rooftop solar. The total number of residential gridtied solar photovoltaic systems on our system is now about 26,800. There were
about 2,000 applications in the second quarter, in line with last year although we continue to see increasing number of applicants each month
this year. Earlier this week, APS presented the ACC with an additional option to complete the final 20 megawatts of our AZ Sun program.

In April, we proposed to continue our successful program of building communityscale solar, with a new plant at our Redhawk facility. On July 28
we presented the Commission with a second option that would be an APSowned residential rooftop solar program in partnership with local
Arizona solar installers. 20 megawatts is the equivalent of about 3,000 home installations. This proposal would provide a new avenue for customers
who may not want to or be able to purchase or lease solar panels from third parties, so that they too, can benefit from rooftop solar installations.

..; .. . ...¢
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Weve asked the ACC to review the proposal within two months in order to maintain compliance by the end of 201 S. AZ Sun added 32 megawatts
to our operations when the Gila Bend site came online in June as expected The 10 megawatt sites in the city of Phoenix and at Luke Air Force Base
are making progress and are expected to come online in 2015. Closely related to our planning for the future of the grid is our modernization plan
for Ocotillo generating station, which will be an important component in managing intermittent generation, which includes renewable and

distributed generation.

The certificate of environmental compatibility application will be filed with the ACC this week and hearings are expected this fall. Turning to the
rest of our operations, the Palo Verde Nuclear Generating Station had another great quarter. Unit 2s planned refueling outage in April was completed
in record time for the site: 28 days and 22 hours. The site capacity factor was in line with the second quarter of last year as each quarter included

one planned outage.

In May, the nuclear industry held a grey nd opening on Phoenixs west side for the first of two nuclear response centers and the second facility opened

this month in Memphis Tennessee. These reserve facilities are part of the industrys response to the 2011 Fukushima Daiichi incident in Japan and
provide standardized equipment that can be shipped to any nuclear site in the United States in 24 hours or less. Arizona was selected as one of
the sites because of the low probability of natural disasters here.

On June 2, the EPA released the Clean Power Plan which proposes statespecific goals to achieve reductions in carbondioxideemissions measured
from a 2012 baseline. As proposed, states would be required to submit their plans to EPA by June 2016, although states may be eligible for one or
two year extensions. For sources on Native American tribal lands, including Four Corners and the Navajo Plant, EPA is expected to finalize a plan
by June 201 S.

Were working with regulators and other utilities to determine what the EPAs plan means for Arizona. We've already made significant progress in
reducing greenhouse gas emissions including permanently shutting down three units at Four Corners. E PA also issued its final Cooling Water

Intake Structures rule in May under Section 316-B of the Clean Water Act. We have not determined the exact cost to comply, however, we dont
expect the cost to be material.I

!

Those of you who have followed Pinnacle West in recent years know the emphasis this management team has placed on running our core electricity
business well. By sticking to our knitting, weve achieved strong operational and financial results. Looking forward, we see an opportunity to
leverage our operational expertise and pursue growth through carefully selected opportunities that are close to our core business.

In an example of the kind of close to core opportunity that we intend to explore, the California ISO Board of Governors recently voted to move
forward with the Delaney to Colorado River transmission line. The 500 kilovolt line would be approximately 130 miles long, 90% of which would
be located in Arizona. To enable our exploration of this opportunity we formed a new subsidiary of Pinnacle West called Bright Canyon Energy
Corporation.

Bright Canyon in turn, has formed a 50/50 joint venture to pursue transmission projects in the Western United States with the Berkshire Hathaway
Subsidiary MidAmerican Transmission. This joint venture plans to participate in the bidding for the DCR line. The competitive solicitation process
is expected to begin in August and culminate in 2015. lt is expected that the DCR line will take three years to permit and two years to construct.

At this point we expect the line would be in service by 2020. Given the competitive process and this time frame we do not currently reflect any
CapEx in our forecast for this line. Jim will discuss the latest economic data in his remarks, but let me provide some context. We have spent significant
time with home builders in our area in recent weeks to calibrate our outlook and understand what they see and expect to see in the Phoenix
housing market.

While they agree that the very near term trends are difficult to predict from quartertoquarter, they also agree that Phoenix is a great place to live
and grow a business and the fundamentals for growth remain solidly intact looking ahead into 2015 and 2016. Let me conclude my remarks by
thanking the crews and volunteers who helped limit the damage caused by the nearly 22000acre Slide Rock Fire in late May of this year.
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Slide Rock is in the canyon directly adjacent to Sedona Arizona, a very popular destination north of Phoenix and recognizable by its fantastic red
rock formations. The terrain in this area is extremely difficult to navigate and required our crews to fly in poles and other equipment necessary to
restore service to area customers. Because of the difficulty in reaching this location, much of this work was done the oldfashioned way by hiking

in on foot and using hand tools to dig holes to replace poles damaged by the fire.

Just as important, our crews performed this challenging work safely and without any recordable injuries. This is also one example of what helped
APS to be recognized as industry leading in customer satisfaction.To that point, APS maintained top decile performance among large investorowned
utilities in overall customer satisfaction ranking fifth in that category as measured by the JD Power and Associates Residential Customer Survey
that was released earlier this month. lll now turn the call over to Jim.

Jim Hat field Pinnacle West Capital Corporation EVP & CFO Arizona Public Service Company

Thank you, Don, and welcome, everybody to the second quarter call. The topics I will discuss today are outlined on slide 4. llI begin with a review
of our second quarter results, including earnings and the primary variances from last years second quarter. lll follow with an update on the Arizona
economy and lll conclude with a review of our financial outlook.

Slide S summarizes our GAAP net income and ongoing earnings, which are the same this quarter. As usual, my comments will refer to ongoing
earnings. For the second quarter of 2014 we reported consolidated ongoing earnings of $132 million or S1 .19 per share compared with ongoing

earnings of Si 31 million or $1 .18 per share for the second quarter 2013. Slide 6 outlines the variances that drove the change in quarterly ongoing
earnings per share.

Lower operations and maintenance expenses added $0.03 per share, largely driven by lower employee benefit costs, including the favorable impact
on lower pension and post-retirement expense that is expected to positively impact each quarter this year. Lower interest expense, net of AFUDC
added $0.02 per share, primarily driven by tax credits related to our renewable facilities and a slightly lower statutory state tax rate. The net impact
of other items increased earnings by $0.02 per share.

A decrease in gross margin reduced earnings by $0.06 per share compared with the prior years second quarter. I will cover the drivers of our gross
margin variance on the next slide. Higher depreciation and amortization expenses decreased earnings by $0.01 per share primarilyduetoadditional
plant inservice. Higher taxes, other than income tax, also reduced earnings by $0.01 per share.

As a reminder, both the gross margin and O8¢M variances exclude expenses related tothe renewable energy standard energy efficiency, and similar
regulatory programs, all of which are essentially offset by comparable revenue amounts under adjustment mechanisms. Also, the deferrals associated
with the Four Corners transaction are treated in a similar manner. The drivers I discussed exclude these deferrals as there was no net impact on
second quarter 2014 results.

Turning to slide 7 and the components of our net decrease of $0.06 in our gross margin, the main components of this were as follows. The lost
fixed cost recovery mechanism improved earnings by $0.02 per share, which as designed, offset some of the impact from energy efficiency programs
and distributed energy. The impact of the Arizona Sun was a primary driver of the other $0.01 per share. The effects of weather variation decreased
earnings by $0.03 per share.

This years second quarter was more favorable than normal although milder than the second quarter of 2013. Cooling degree days were 10% above
normal, but 9% lower than the comparable quarter a year ago. On this topic, APS hit a peak load for the year of 7020 megawatts on July 23 during
a weeklong heat wave and also surpassed last years peak. Lower usage by APS customers compared with the second quarter a year ago decreased
quarterly results by $0.04 per share.

Weathernormalized retail kilowatt hour sales after the effects of energy efficiency programs customer conservation, and distributed generation
were down 2% in the second quarter of 2014 versus 2013. Lower transmission revenue decreased earnings by $0.02 per share due to the annual
update in May related to the formula rate filing and the updated estimate for the current year. We continue to expect transmission revenue to be
relatively flat on a full year basis compared to 2013.
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Beginning on slide 8 is a look at the Arizona economy and our fundamental growth outlook. Economic growth in Arizona generally continued its
overall improvement in the second quarter of 2014 consistent with the prior four quarters although growth remains modest. Vacant housing in

metro Phoenix has fallen by more than half since its peak in early 2010 and is at its lowest level in almost six years. Housing prices have responded.

On the upper left hand side, you can see that prices on existing home sales are 10% higher than they were a year ago and up 45% from the bottom

of the market in mid2011. As for commercial buildings vacant space continues to be absorbed in the office and retail sectors yielding steadily
declining vacancy rates. As shown in the upper right vacancy rates for industrial space reflected some sizable new developments which have just
recently come online.

Both trends are indicative of the steady job growth the metro Phoenix area and Arizona have been experiencing for the last three years. Arizona
has added jobs yearoveryear at around a very steady 2% since the end of 201 1,as seen on the lower right hand side. Business services, tourism,
healthcare wholesale trade, manufacturing, and financial services have all been sources of growth in recent quarters and highlight the sources for
continued occupancy gains in the available commercial floor stock.

The lower left hand side shows that permits for new single family homes increased 8% in 2013 over 2012 and more than 75% from the low point
in 2011.While single family housing permit activity this year has been softer than we initially expected, multifamily permit activity has been robust
and is contributing to an overall increase in housing investment. As apartment rents and existing home prices continue to rise, we expect activity

levels in both sectors to continue to expand..
I

As Don mentioned, we have engaged with local home builders in recent weeks to validate our view of the fundamental growth prospects for
Phoenix and Arizona. Slide 9 displays selected public statements by four different homebuilding executives giving support to the idea that Phoenix
remains a very desirable city in which to work and raise a family. The sentiments expressed here are very much in line with our own.

In our conversations with the home builders, they have not wavered from these opinions. They do acknowledge that the market today is less robust
than they, and, frankly, than we expected, but they are collectively quite confident that the impediments facing the housing market today are
largely related to the hangover from the extreme business cycle we just went through. In particular, the spread between new home and existing

home prices, while much narrower than several years ago, remains too high and buyer confidence is rising only slowly.

These factors, along with other market dynamics, have led to subdued builder confidence at the moment. Although this situation may slow the
momentum for single family home construction in the near term, it has created an opportunity for multifamily market to expand at its best rate in
six years, as l mentioned earlier. On balance, we see signs of sustained improvement in our economic environment and a gradually steady recovery.

As in past recoveries, it is likely that each successive year in the near term will be stronger as we go forward. Key in this pattern is a steady absorption
of vacant housing which provides additional price support to existing homes and by extension the new home market. Reflecting this steady
improvement and economic condition, APSs customer base grew 1.4% compared with the second quarter last year.

We expect that this growth rate will gradually accelerate in response to the economic growth trends lust discussed. lt is easy to draw conclusions
on longterm growth each quarter, however we are planning and running our business for the long term. Nothing we see changes our view that
the longterm fundamental supporting future population and job growth in Arizona appear to be firmly in place.

Finally, I will review our recent financings and the financial outlook. Referring to slide 10 in terms of our recent financings on June 18, APS issued
$250 million of new 10year, 3.35% senior unsecured notes. The proceeds from the sale were used, along with other funds to refinance a $300
million, 5.8% maturity on June 30. We expect to need up to $350 million of additional longterm debt later this year.

During the second quarter, APS temporarily purchased five series of pollution control revenue bonds totaling $166 million on their mandatory
tender dates and we expect to remarket or refinance the bonds within the next 12 months. APS also remarketed two other series of pollution
control bonds totaling $49 million during the quarter. Overall, liquidity remains very strong.
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At the end of the second quarter, we had total available liquidity of over $1 billion, with a total of $177 million of commercial paper outstanding,
principally at APS. On May 9 we refinanced the Pinnacle West $200 million and the APS $500 million revolving credit facilities that would have
matured on November 16. These new facilities mature in 2019. As we head into the important third quarter we continue to expect that Pinnacle
West consolidated ongoing earnings for 2014 will be in the range of $3.60 to $3.75 per share.

A complete list of factors and assumptions underlying our 2014 guidance is included on slide 11. I will conclude with a brief update on the Four
Corners rate rider proceedings. Testimony recently concluded and hearings will begin next week. The consensus from most interveners is that the
transaction is a good investment for APS and its customers. The focus on the testimony and the hearing center on the determination of fair value

rate of return.

APS believes that its interpretation is the most consistent with prior orders as asserted in our testimony. This concludes our prepared remarks.

Operator, we will now take questions.I

i

QUESTIONS AND ANSW ERS

Operator

(Operator Instructions) Our first question comes from the line of Dan Eggers with Credit Suisse.

Dan Eggers Credit Suisse Analyst

Good morning, guys.

Don Brandt Pinnacle West Capita/ Corporation Chairman President, CEO

Good morning, Dan.

Dan Eggers Credit Suisse Analyst

On the housing outlook, you said it was maybe a little bit slower right now than you had anticipated, but more optimism out of the home builders.
Can you just maybe convert how we should think about that optimism really being real versus home builders being optimistic, because by nature
they tend to be.

Don Brandt Pinnacle West Capital Corporation Chairman, President, CEO

Sure. I had some of Jims team do a little research and l personally called a few of the CEOs I know to get a good perspective. l've got several pages
of notes. Im not going to read them all, but let me hit a couple of high points. Virtually all were bullish on the Phoenix area, as you say no surprise
there. lts their job to be bullish. Some of the observations one they still see the labor markets being constrained and thats a negative, but its sort
of a temporary six month to 15 month phenomenon.

Most of them cited 12 consecutive quarters of job increases and lower unemployment rates, personal income growth, a highjobsto permit, meaning
building permit ratio, and favorable long-term outlook with respect to both population and job growth. Statistic that surprised me, but actually
when we dug into it was validated by what were seeing with their contacts to our folks that reach out to us about 12 to 18 months before they
actually break ground to get the electric set up, but over the last 12 months, the number of builder communities in the area and they range in
different size, but in absolute number, theyve increased from 300 to 400.
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So we've seen a 33% increase in the number of communities. Also, one specifically, heard this reaction from several, is theyre not going to give

these homes away. They see this bow wave of demand coming and one pointed to me that his average sale price increased 35% in the last 12
months. So thats just some of the commentary we saw. Also, theres a tremendous increase in multifamily construction and the builders see that

as where potential buyers are staging themselves now and they still talk about the amount of traffic at their display homes thats up substantially.

l
l But the sales are not tracking the demand there and they attribute much of that to consumer confidence and concerns over job security. Hope

that helps, Dan.

Dan Eggers Credit Suisse Analyst

Yes, thank you for that. If I look at slide 17 where you show the PV applications the residential level, those numbers are relatively consistent year
on year, so not a lot of additional upside. Can youjusttalkabout where you're seeing those permits placed? Are you seeing changes in demographics?
Are you seeing more of a bias between existing homes and new homes or any kind of trends we can draw from that data?

Jim Hat field Pinnacle West Capital Corporation EVP & CFO Arizona Public Service Company

No real changes in the demographics that weve seen 2014 compared to 2013.

Dan Eggers Credit Suisse Analyst

Okay, so it looks the same? The last question, just because maybe I didnt pay enough attention to it is on ll 1D as relates to Four Corners and the
different treatment for the tribal lands. What are the considerations the EPA is taking up relative to a full national perspective and how do you see
that prospectively affecting this investment?

Mark Schiavoni Pinnacle West Capital Corporation COO

This is Mark Schiavoni. Quite frankly, we dont see any differences in the way theyre going to treat it, but we quite frankly, dont know much more
of what theyre going to do with the tribal lands. Well know this fall. That's when we expect to get feedback for what will take place on tribal lands.

Dan Eggers Credit Suisse Analyst

Okay. Thank you guys.

Operator

Our next question comes from the line of Greg Gordon with ISI Group.

Greg Gordon /Sl Group Analyst

Thanks. Jim, I want to believe that your longer term growth expectations are ultimately going to come to fruition and that theyrejust sort of trailing
behind because of a slow start to the recovery. But you are, yeartodate, sales are tracking 200 basis points behind customer growth, not the 150
that you articulated you see as being the longterm average. Am Adjust focusing in on too small of a dataset and should we be waiting for a longer
term trend, look through the third quarter, the fourth quarter, before we see how things play out?
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Jim Hat field Pinnacle West Capital Corporation EVP & CFO Arizona Public Service Company

As I said in my remarks Greg I think its easy to look at a quarter and extrapolate something. Last year ill look at three and six month trends, we

were up. So theres a lot of volatility in these numbers today and I would the third quarter is always big for us and the fourth quarter in terms of
momentum into 2015. So Im not putting - Im not worried about our longterm growth trend. As I said, we believe in the fundamentals in Arizona

and Phoenix.

Greg Gordon /SI Group Analyst

If you look at what is driving the delta between customer growth and sales growth, the impact of DG is still probably the smallest piece of that?

Jim Hat field Pinnacle West Capita/ Corporation - EVP & CFO Arizona Public Service Company

Yes, we see a little usage per customer and that really relates to the consumer confidence in EE. DG continues to be about 0.5% with really the EE
and consumer confidence, which is driven by job security or other things going on in their life being a bigger part of that.

Greg Gordon 15/ Group Analyst

Hows July been in terms of underlying demand trends?

Jim Hat field Pinnacle WestCapita/ Corporation EVP & CFO Arizona Public Service Company

Its been good. Weathers going to come in pretty much close to normal and weve seen usage demand pretty much according to expectations.

Greg Gordon ISI Group Analyst

Okay. Don, you made a pretty innovative filing with the Commission to ask to participate in rooftop solar market in a pretty significant way. ftwould
be 10% of the installs, if you were approved on a prospective basis. That would be in rate base. What makes you think that the thought process of
the ACCs evolved to the point where they think that the utility should be one of the service providers for rooftop solar because historically, that
has not been the case.

Don Brandt Pinnacle West Capital Corporation Chairman, President CEO

Well it hasnt except for we did the, a couple years ago, the pilot project the Commission approved up in Flagstaff, the community power project,
and we learned a lot from that experience. In this case, when were doing rooftop solar, first theres no cost shift from, lets say, lower creditworthy
customers to higher creditworthy customers, as there is under the current, Ill call it the lease structure that some solar companies are using,
because credit scores not an issue.

lts basically a structurally sound roof and a customer is good to go. Theres no upfront investment. We handle the maintenance. Well use reputable
Arizona-based installers, so its jobs in Arizona. The customers are guaranteed a $30 a month bill credit for 20 years from a Company that's been
around for 127 years and has a AA credit rating and most of the others cant claim that.

Greg Gordon is Group Analyst

One final question. Jim, as you look at the financial model for the Company and you look at the aspiration to earn at least 9.5% on ROE on the
capital investment. With the capital investment growing, if were looking at least a short period where sales growth is stagnant, do you have a
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revenue model through the rate adjustors that you currently receive and your ability to control costs that still allows you to hit your earnings targets

in lieu of

Jim Hat field Pinnacle West Capital Corporation EVP & CFO Arizona Public Service Company

Greg, l think its important to remember while were in a base rate stayout, we have mechanisms Four Corners in 2015 we have AZ Sun, we have

the TCA, LFCR. So the top line is not stagnant from that perspective.

Don Brandt Pinnacle West Capita/ Corporation Chairman, President, CEO

Greg this is Don. We are very confident well make our numbers.

Greg Gordon - /Sl Group Analyst

Thank you, guys. Have a good afternoon.

Operator

Our next question comes from the line of Julien DumoulinSmith with UBS.

Julien DumoulinSmith U85 Analyst

Good morning. So firstjust picking up on Gregs last question if you dont mind. On the solar rooftop program, if you will, how do you ensure that
youll be competitive or how do you just think about competitiveness versus the broader marketplace, if you can elaborate a little bit.

Don Brandt Pinnacle West Capita/ Corporation Chairman, President, CEO

Well, because our program will apply to the broad market, whereas the current programs are effectively discriminate against low income customers.
A Credit score to qualify for a lease arrangement or to purchase the solar, come outright and purchase it basically skews that market to higher end
customers, whereas this there is no credit score requirement,just a structurally sound roof. lts across the whole system and theres no subsidization
from one credit category of customer to another.

Jeff Guldner Pinnacle West Capital Corporation AP5 SVP ofPub/ic Policy

Julien, this is Jeff Guldner. One thing to keep in mind, too, this is meant as an option, so it doesnt displace the current folks that are out there. This
is simply saying that we extend a program that's modeled like our Arizona Sun program around utility ownership to a broader set of customers
than probably could get it today.

Julien Dumoulin-Smith UBS Analyst

Got you. Could you expand a little bit about where and how big this program could get? I know its a little early but obviously this is the growth
subject.

.
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Jeff Guldner Pinnaele West CapitalCorpora son APS SVP ofPublic Policy

As its filed right now, this is a compliance program. We've got a compliance requirement in our Arizona Sun settlement commitment for 20

megawatts of generation. If you convert that 20 megawatts, its either a 20 megawatt utility scale project or its 3,000 smaller solar rooftops. Thats
how we're thinking about this program.

Julien Dumoulin-Smith UBS Analyst

Got you. All right. Excellent. Moving on, you talked here about creating a new transco, 50/50, it was also in the context of a broader Western
exploration from what I could tell, right?

Don Brandt Pinnacle West Capital Corporation Chairman, President, CEO

Thats correct.

Julien Dumoulin-Smith U85 Analyst

In that vein, what other opportunities are you exploring outside of what you specifically called out?

Don Brandt Pinnacle West Capital Corporation Chairman, President, CEO

Well, were looking with our partner on several opportunities in the west. None are as far along as DCR which is front and center right now.

Julien DumoulinSmith UBS Analyst

Got you. Could you just elaborate a little bit more on the weather norm sales growth trends? How much of what we saw in the quarter is energy
efficiency versus as you said, consumer confidence what have you?

Jim Hatfield Pinnacle West Capital Corporation EVP & CFO Arizona Public Service Company

Well,energy efficiency, DE consumer confidence roughly $0.06 a shareoffset by customer growthof $0.04 and then slightly lower usage, about
$0.03. So all together about $0.06.

Julien Dumoulin-Smith UBS Analyst

Excellent. Thank you very much.

Don Brandt Pinnacle WestCapital Corporation Chairman, President CEO

Thanks, Julien.

Operator

Our next question comes from the line of Ali Agha with SunTrust.
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Ali Agha Sun Trust Robinson Humphrey Analyst

Thank you. Good morning.

Don Brandt Pinnacle West Capital Corporation Chairman President; CEO

Good morning.

Ali Agha SunTrust Robinson Humphrey Analyst

Jim can you remind us in your forecast for weather normalized sales, what the assumptions are? Ill recall correctly, for 2014 youd assume about

0.5% and going forward about 2% a year, is that right?

Jim Hat fieldi Pinnacle WestCapital Corporation EVP & CFO Arizona Public Service Company

0.5% this year, looking through 2016, on average 1%.

Ali Agha SunTrust Robinson Humphrey Analyst

Okay. How sensitive are your plans for the next rate case filing around where these sales numbers do come out? If you dont hit those targets and

lets say we are flat to even down, how much capacity do you have in terms of staying away from the rate case filing?

Jim Hat field Pinnacle WestCapital Corporation EVP & CFO Arizona Public Service Company

Were confident even stressing sales under the model that we will hit above 9.5% in the.

Ali Agha SunTrust Robinson Humphrey Analyst

Okay. Just to give us some cushion around that, would that be even a negative salesscenarioor flattish sales scenario?

Jim Hat field Pinnacle West Capital Corporation EVP & CFO Arizona Public Service Company

I really think since 2008, weve had negative sales every year, including since the stayout went to effect and we havent wavered from our

commitment.

Ali Agha SunTrust Robinson Humphrey Ana/ysf

Separately, on the filing for the solar rooftop option does that sort of signal to us that you guys sort of the feedback you were getting from the
Commission would suggest that they were perhaps not that supportive of the utility scale kind of model and so this kind of gives them another
option to look at? Or do you think the early scale 20 megawatts Red hawk is still a viable option in front of the Commission?

Jeff Guldner - Pinnacle West Capital Corporation AP5 svp ofPub/ic Policy

Ali this is Jeff. This is simply filed as an option. What the Commission will do is as theyre considering the application that we've made, theyll
consider both the 20 megawatt utility scale one and then this distributed alternative as an option.
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W
Don Brandt Pinnacle West Capital Corporation Chairman, President; CEO

Ali, III add, it was an issue of feedback from the Commission. It was listening to our customers. Theres a significant segment of our customers, as
a matter of fad, a majority, that were locked out of the solar, rooftop solar market because of either lack of credit standing or lack of upfront cash

to invest in.

Ali Agha Sun Trust Robinson Humphrey Analyst

Okay. Last question, as you look at your sales comparisons going forward, youre going to run into some easier comparisons. You had negative
numbers reported in the third and fourth quarter last year, weather normalized. Can you just remind us what were the factors there that perhaps
dont get repeated this year as we look at the second half numbers for sales growth?

Jim Hat field Pinnacle West Capital Corporafion EVP & CFO Arizona Public Service Company

Ali, theres several trends that did into that. For example, last year we had a very cold first quarter, so customers got high bills. We had a very warm
second quarter, so they got high bills. And that leads to lower levels of usage. We think a lot of the last half of 2013 was really the impact of a very

strong first half of the year as it relates to sales and the impact of weather.

Ali Agha SunTrust Robinson Humphrey Analyst

Okay. Fair enough. Thank you.

Operator

Our next question comes from the line of Michael Lapides with Goldman Sachs.

Michael Lapides Goldman Sachs Analyst

l
!
I

Hey, guys. l'm just trying to think a little bit longer term about kind of where rate base is going. You obviously give your CapEx forecast in the

appendices but also, things that could provide upside to that level. Could you just kind of summarize and it may be kind of a short list, what are
things that could provide incremental upside to rate base or even capital spending levels that arent necessarily in your current CapEx forecast
through about 2018 or so?

Jim Hat field Pinnacle WestCapita/ Corporation EVP & CFO Arizona Public Service Company

Well, the upside would be certainly outside of rate base, transmission, which currently isnt in our forecast. AZ Suns not in our forecast at this point
because itsjust a proposal. I think were reflecting customer growth in the base infrastructure in T&D. So that's sort of the two things I can point
to with some visibility.

Michael Lapides Goldman Sachs Analyst

Got it. Is Ocotillo currently in the forecast? I know it's not due online until 2017/2018 time frame.
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Jim Hatfield
i

Pinnacle West Capital Corporation EVP & CFO Arizona Public Service Company

lr is. The build will start in 2016 and 2017 for the most part, the same with the SCRs at Four Corners is really a 2016/2017 CapEx period.

Michael Lapides Goldman Sachs Analyst

Got it. Thanks, guys. Much appreciated.

Operator

Our next question comes from the line of Kit Konolige with BGC.

Kit Konolige 8GC Partners Analyst

Good morning.

Don Brandt Pinnacle West Capital Corporation Chairman, President, CEO

Hi, Kit.

Kit Konolige - BGC Partners Analyst

I

|
i

Just had a question about the political situation, I believe theres a primary on, I think its, August 26. Can you give us a sense of how that team of
Parker and Mason is doing in the Republican primary?

Don Brandt Pinnacle West Capital Corporation Chairman President CEO

The voting doesnt start until, I guess, the end of this week the early voting and youre right, the election, the primary is August 26.

Kit Konolige 8GC Partners Analyst

Do you guys have any - I dont know if there is any polling on an Acc race or do you guys have any sense of whos ahead? Maybe you can also

give us a little background on how much of an issue DG has become in that race or solar in particular?

Don Brandt Pinnacle WestCapital Corporation - Chairman, President CEO

Theres no good polling available. Kit ld suggest, each of the candidates, their websites will kind of give you an inclination of their issues.

Kit Konolige BGC Partners Analyst

Okay. Fair enough. Thanks a lot, Don.

Don Brandt Pinnacle West Capital Corporation Chairman President CEO

Thanks, Kit.
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Operator

Our next question comes are from the line of Charles Fishman with Morningstar.

Charles Fishman Morningstar Analyst

Does the DCR transmission line project, has FERC set the allowed ROE on that or is that also part of the competitive bid process?

Jim Hat field Pinnacle West Capita/ Corporation EVP & CFO Arizona Public Service Company

lts part of the competitive bid process and like Don said in his remarks, ifwere selected we wont know until early2015. lts a 2020 inservice date.
We have a lot ahead of before we even count on DCR at this point.

Charles Fishman Morningstar Analyst

Got it. Thats the only question I had. Thank you.

Jim Hatfield Pinnacle West Capita/ Corporation EVP & CFO Arizona Public Service Company

Thank you.

Operator

Our next question comes from the line of Paul Ridzon with KeyBanc Capital Markets.

Paul Ridzon Key8anc Capita/ Markets Analyst

Your O&M is tracking very well yearoveryear. What should we look for the back half of the year to show?

I
Jim Hat field Pinnacle WestCapital Corporation EVP & CFO Arizona Public Service Company

We do know that, from an overall perspective, we have more fall outages than we have in prior years,so thats probably going to put a little stress
on O&M. But overall I would say that the things Mark and I and the rest of the leadership team are doing around the sustainable cost is providing
dividends now. As we're implementing enterprise process improvement, we think well be able to keep that going for at least a couple years. At
some point, were going to get into wage inflation and thatsjust the way its going to be, but right now, were still working at fairly flat O&M.

Paul Ridzon Key8anc Capital Markets Analyst

Any favor on the 790 to 810 range?

Jim Hat field Pinnacle West Capital Corporation EVP & CFO Arizona Public Service Company

WeII look at that as we get into third quarter and we plan our outages and we see how the summer goes. Remember, we have storms and we have
stress in equipment and the third quarters key in terms of where weII be. Well update that at the end of the third quarter.
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Paul Ridzon Key8anc Capital Markets Analyst

What's the status of the discussion around the tax position of leased solar?

Jim Hat field Pinnacle West CapitalCorpora son EVP & CFO Arizona PublicService Company

The position now by the Department of Revenue is they are subject to property tax. They have been sending out assessments to be paid in 2015.
Nothings changed on the ruling at this point for the Department of Revenue.

Paul Ridzon Key8anc Capita/ Markets Analyst

Okay. Thank you.

Operator

Our next question comes from the line of Jim von Riesemann with CRT Capital.

Jim von Riesemann - CRT Capita/ Group Analyst

I want to just touch base on the solar topic a little bit. Is there anything you unique in your proposal thats different than, say, what the competitors
are doing right now? I know one of the big hangups is the lien that gets attached bythe competitors. Are you going to do something whereyou're
absorbing that cost so if somebody tries to sell their house, theres no $30,000 lien or so attached to the home? Are you guys doing something

different?

|

I Don Brandt Pinnacle WestCapital Corporation Chairman President CEO

That's correct. There is no lien on the home. Basically, were renting for 20 years the roof space and the customers are eligible to cancel at any
point in time. So when they sell the home if the new homeowner doesnt want solar on his rooftop, his or her rooftop for whatever reason, well
remove it and put the roof back in the shape it was before the equipment was up there.

Jim von Riesemann CRT Capita/ Group Analyst

That sounds like a unique proposition that could actually improve the penetration rates pretty high, maybe nullify -

Don Brandt Pinnacle West Capita/ Corporation Chairman, President; CEO

We think its very customer friendly.

Jim von Riesemann CRT Capital Group Analyst

And then they get a creditworthy counterpart and somebody who will answer the phone calls, right?

Don Brandt Pinnacle West Capital Corporation Chairman, President CEO

Exactly. We stand behind it.
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Jim von Riesemann CRT Capita/ Group - Analyst

Second thing is, I know weve talked a lot about the housing market and some of the disconnects there but can you talk about what's going on in,
call it wage or income growth in Arizona. Is that flat or is it kind of rising?

Jim Hat field Pinnacle West Capital Corporation EVP & CFO Arizona Public Service Company

iNo, in terms of wages weve seen wages grow 3.1% yearover-year so were having strong wage growth. Personal incomes are up almost 3%. So
its really a lot around a couple things that Don mentioned. Certainly, credit's tighter today. You need a bigger down payment and just confidence
in the economy is still not where it was, I dont think. I think all these things are impacting.

Jim von Riesemann CRT Capital Group Analyst

Okay. I forgot to ask the second part of my question on the solar thing, so I apologize for jumping around. With this solar proposal that youre doing,
is that going to go into rate base or is that going to go outside of the utility?

Jim Hatfield Pinnacle West Capital Corporation EVP & CFO Arizona Public Service Company

If it's approved by the Commission, it would be a ratebased item.

Jim von Riesemann CRT Capita/ Group Analyst

Okay. What would be your initial investment out of all this?

Jim Hatfield Pinnacle West Capital Corporation EVP & CFO Arizona Public Service Company

We think it's $60 million to $65 million, roughly. A lot that will depend on the size of the installation, the number and so on.

Jim von Riesemann CRT Capita/ Group Analyst

Great. Sounds good. Thats all I need, guys. Thank you.

Jim Hat field Pinnacle West Capital Corporation EVP& CFO Arizona Public Service Company

Thanks.

Operator

Our next question comes from the line of Rajeev Lalwani with Morgan Stanley.

Rajeev Lalwani Morgan Stanley Analyst

Hi, thanks for taking my question. I wanted to come back to just the confidence in hitting some of your targets and numbers going forward. Can
you talk more about thespecific leverage you have be it O&M, CapEx,equity that will help you hit the numbers? Second relating to that, to the
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extent that you can hit your numbers for whatever reason, couldnt you then just go ahead and file a rate case? Obviously this is all assuming that

the Commission approves your request.

Jim Hat field Pinnacle West Capita/ Corporation EVP & CFO Arizona Public Service Company

Leverage we have, we dont plan on issuing equity until 2016 at the earliest. You saw in the numbers flat O8¢M with benefits down. That continues
to be a lever. I would say overall cost control is a focus of this Company and were managing costs well and we have the mechanisms I talked about.

Weve said we didnt want to file in 2015, so we'II see how that goes. We have large CapEx going in 2016, 2017, insewice 2018. So moving the rate
case back, certainly lines up better with our CapEx spend. As Don said were highly confident that were going to hit our numbers during this

period.

I
I

Rajeev Lalwani Morgan Stanley Analyst

Okay. And then are you envisioning or does your request for the Commission to havesomesort of stayout period or would they just potentially

remove the requirement to file a rate case and you can come in at any time?

Jim Hatfield Pinnacle West Capital Corporation EVP & CFO Arizona Public Service Company

Remember under the settlement, we could not file until May 31 2015 and then that metering day ordered us to sort of come in on that date. If

they remove that, its open ended after May 31, we could file anytime. We could file in last halfof2015 2016, 2017. Theres no requirement at that
point.

Rajeev Lalwani Morgan Stanley Analyst

Great. That was it. Thank you, sir.

Operator

Our next question is a followup question from Julien DumoulinSmith with UBS.

Julien Dumoulin-Smith UBS Analyst

l just wanted to get some clarity if you wouldnt mind, about when you would expect to see new solar tariffs in place coming out of both these
workshops and revisiting the broader subject of solar tariffs? Secondly, just to be very clear about Ir, when would you expect to file another rate
case, given your commitment to continue earnings your ROE irrespective?

Jim Hat field Pinnacle West Capital Corporation EVP & CFO Arizona Public Service Company

So on the first subject, we have not asked nor do we expect any change in the S5 tariff at this point. Remember that tariff goes to offset the LFCR,
so theres no income impact to APS. Second of all, we wouldnt file until at least 2016, at the earliest, and that would be dependent upon earnings
and allowed ROEs around the country and some of the other things.
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Julien Dumoulin-Smith i

i

U85 Analyst

Just to be clear, in theory, when would that $5 tariff at least be revisited, just procedurally speaking.

Jeff Guldner Pinnacle WestCapita/ Corporation APS SVP of Public Policy

Julien, its Jeff. That would be, if you do a rate design change or a change like that, that would happen in the next rate case.

Julien Dumoulin-Smith UBS Analyst

Got you. In some sense, you would be revisiting that here in the near term, subsequently implementing whatever changes came out of that at the
conclusion of a rate case in 2016?

Jeff Guldner Pinnacle West Capita/ Corporation APS SVP of Public Policyii
I

Conceptually the Commission right now is talking about doing some generic rate design discussions that would benefit from having our rate case
come after those discussions have occurred, which is part of the desire to move that out to 2016. Once you get you through those discussions,
then you could begin to implement those in that subsequent rate case.

Julien Dumoulin-Smith U85 Analyst

And there would be no requirement, even in 2016, for you to file, right? Thats just your - that would be subject to your decision.

Jeff Guldner Pinnacle WestCapita/ Corpora son APS SVP ofPub/ic Policy

The proposal right now that theyre talking about is to lift the requirement that we file in 2015 that was in the net metering decision. If you lift that
back, you would go back to the underlying settlement, which had a no earlier than requirement.

Julien Dumoulin-Smith UBS Analyst

Right, great. Thank you.

Operator

Wehave no further questions at this time. I would now like to turn the floor back over to Management for closing comments.

Paul Mountain Pinnacle West Capita/ Corporation Director of IR

That concludes our call. Thanks, everybody.

Operator

Ladies and gentlemen this does conclude todays teleconference. You may disconnect your lines at this time. Thank you for your participation and
have a wonderful day.
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P R E s E N T AT ION

Operator

Greetings and welcome to the Pinnacle West Capital Corporation 2014 thirdquarter earnings conference call.

(Operator Instructions)

As a reminder this conference is being recorded. lt is now my pleasure to introduce your host Paul Mountain Director of Investor Relations. Thank you sir you may

begin.

Paul Mountain Pinnacle West Caped Corp Director aflR

Thank you Christine. Fd like to thank anyone for participating in this conference call and webcast to review our thirdquaner 2014 earnings recent developments and
operating performance. Our speakers today will be our Chairman and CEO Don Brandt; and our CFO .lim Hatfield Jeff Guldner APSs Senior Vice President of

Public Policy and Mark Schiavoni APSs Chief Operating Officer are also here with us.

First I need to cover a few details with you. The slides that will we be using are available on our Investor Relations website along with our earnings release and related

information. Note that the slides contain reconciliations of certain nonGAAP financial information

Todays comments and our slides contain forwardlooking statements based on current expectations and the Company assumes no obligation to update these

statements. Because actual results may differ materially from expectations we caution you not to place undue reliance on these statements. Our thirdquarter Form I0Q

was filed this mouing. Please refer to that document for forwardlooking statements cautionary language as well as the risk factors and MD&A sections which
identify risks and uncertainties that could cause actual results to differ materially from those contained in our disclosures.

A replay of this call will be available shortly on our website for the next 30 days lt will also be available by telephone through November 7

l will now tum the call over to Don.
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i
Don Brandt Pinnacle WestCapital Corp Chairman & CEO

Thank you, Paul and thank you dl for joining us today

The management team and our entire workforce continued to deliver solid operational and financial results. Our results this quarter provide one example of delivering

solid results although our focus is always on the long term. The track record of our improving financial strength and regulatory clarity are also why we recommended

and the Board approved a 5% dividend increase last week effective vWth the December dividend payment. The 5% increase takes a measured step forward from the 4%

increases in each of the last two years..lim will discuss the dividend arid the thirdquarter results in more detail but first I will update you on the regulatory progress and

provide a few operational highlights.

I
i

In that regard and building on the theme from the last few quarters I will outline the progress that is being made in Arizona to address rate design We continue to work

with the Arizona Corporation Commission and other stakeholders to take positive steps forward and shape the conversation for the industry. At a July 22 meeting the

ACC voted for a limited reopening of the 2013 net metering decision to consider removing the requirement for APS to file a rate case in 2015 to allow for the

possibility of developing rate design options in possible generic proceedings. The ACC took the next step at an August 12 meeting by voting five to zero to list the

requirement that APS file its next general rate case by June 2015. The commissioners also agreed to discuss possible next steps for considering rate design issues in its

September open meeting.

As expected at the September 9 open meeting the Commission and StaN outlined a conceptual proposal of how a company would proceed to address rate design.

Commissioners asked staff to provide additional details in writing to be discussed at a future open meeting. The staff submitted a draft outline to the docket on

September 29 describing a potential procedural option that would allow interested parties to have the Commission consider and vote on rate design issues prior to
starting the rate case timeclock and addressing revenue requirements. Several stakeholders submitted reply comments on October 20 which are now being reviewed

We agree with several facets of staffs rate design proposal and are working vinth stay and other stakeholders to make it more efficient. The statE's proposal was based

on an assumed June 2016 revenue requirement filing. We will determine the exact timing of our filing as the process is finalized but let me remind you of two drivers

of how we are thinking about rate case timing. First our priority is to deliver on our commitments to customers and shareholders by managing our costs and the rate

gradualization enabled by the adjusters we have in place Second we have a peak investment period from 2016 through 2018 driven by the Ocotillo Plant

modernization project and the environmental upgrades at Four Comers Units 4 and 5 So we vinll need to update our revenue to ensure we meet our commitments in

2017 and beyond.

The ACC also has several resourcerelated decisions pending in the coming months The certificate of environmental compatibility for the Ocotillo modernization

project received approval from the line siting committee last month and now it goes to the ACC for approval. Second the AU is expected to issue her recommendation

for the Four Comers rate rider The ACC is expected to vote on this before the end of year. A third item in front of the ACC is the last 20 megawatts of AZ Sun. The

staff is expected to issue their recommendation then the ACC will review and vote on the need for the last 20 megawatts and whether the project should be utility scale
or rooftop

We do announced in September our proposal Io Shut down the 260 megawatts of Cholla Power Plant Unit 2 by April 2016 arid stop burning coal at Units l and 3 by

the mid2020s if the EPA approves a compromise proposal offered by APS to meet required environmental and emission standards and rules We've requested the ACC

approve this plan as well

Tuming to our operations our fleet and electrical grid performed well this summer. Despite multiple extreme monsoonrelated events where we saw flooding in the

Phoenix valley our generating units were not at risk although we did have as many as 50000 customers lose power at one point in time. We worked quickly and safely

to get customers back online and the storm restoration efforts especially our transmission and distribution and customer service teams.

The Palo Verde Nuclear Generating Station had an excellent third quarter. The site capacity factor was in line with the third quarter of last year at l00%. Unit l entered

its planned refueling outage on October I l . Also in early October ten Japanese chief nuclear officers toured Palo Verde as well as the nuclear industrys emergency

response center located in the western suburbs of Phoenix. This was the reciprocal visit following the US Chief Nuclear Officers visit to Japan last September

continuing the dialogue of lessons learned in the nuclear industry.

Lastly the joint venture we formed with MidAmerican Transmission in July TransCanyon will be submitting a bid for the Delaney to Colorado River transmission

project by the November 19 due date. There are a few key checkpoints over the nexl year but the winning bidder is expected to be announced by the California ISO in
the summer of20l 5
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Let me conclude where I started We continue to meet or exceed our financial targets with the objective of growing the dividend each year. lt is not by accident that we

are on track to deliver on our targets again this year even a.s we have had several drivers work against us. Over the next few years we see stronger economic recovery

as an upside but we are not relying on that upside to deliver on our goal of eaming more than a 9.5% return on equity. Simply put we make our numbers. As I

mentioned earlier the Board and the management team focus on the long term and creating a sustainable energy future for Arizona.

lll now tum the call over to Jim.

Jim Hatfield Pinnacle West CapitalCorp CFO

Thank you Don.

Slide 4 outlines the topics l will discuss today lll begin with a review of our thirdquarter results including earnings in the primary variances from last year's third

quarter followed by an update on the Arizona economy arid l will conclude with an update on guidance and Our financial outlook including introducing 2015

guidance.

Slide 5 summarizes our GAAP net income and ongoing earnings. As usual my comments will refer to ongoing earnings. For the third quarter of 2014 we reported

consolidated ongoing earnings of $244 million or $2.20 per share compared with ongoing earnings of$226 million, or $2.04 per share for the third quarter of 2013.

Moving to slide 6 you see the variances that drove the change in quarterly ongoing earnings per share which were all positive. An increase in gross margin improved

earnings by $0.0 l per share compared with the prioryears third quarter. l will cover the drivers of our gross margin variance on the next slide.

i
Lower operations and maintenance expense added S0.02 per share largely driven by the favorable impact from lower pension and post-retirement expense and has

been positively impacted each quarter this year. Lower depreciation and amortization expenses increased earnings by $0.02 per share in part due to the Palo Verde Unit

2 lease extension we announced in July offset by additional plant and service. Lower taxes, other than income taxes contributed $0.02 per share due to the lower

| property tax rates. We had la¢n g y been experiencing higher property taxes. However the rates on the property builds we received in September were lower

than we had estimated resulting in a favorable adjustment. .

Lower interest expense net of AFUDC benefited earnings by $0.04 per share. The decrease largely reflects reduced Interest charges resulting from refinancing long

term debt at a lower rate A lower effective tax rate added $0.02 per share primarily driven by tax credits related to our renewable facilities. The net impact of other

items increased earnings by $0.03 per share

As a reminder both the gross margin and O&M variances exclude expenses related to the Renewable Energy Standard energy efficiency arid similar regulatory

programs all of which are essentially offset by comparable revenue amounts under our adjustment mechanisms. Also the deferrals associated with the Four Comers

transaction arid the impacts to our noncontrolling interest for the Palo Verde lease extension are treated in a similar manner The drivers l discussed exclude these items

as there was no net impact on the thirdquarter 2014 results.

Tuming to slide 7 and the components of a net increase of $0.01 in our gross margin The main components of this were as follows: the loss fixed cost recovery

mechanism improved earnings by $0.02 per share which, as designed offset some of the impact from energy efficiency programs and distributed energy. Higher

transmission revenue increased earnings by $0.0 l per share We continue to expect transmission revenue to be relatively flat on a fullyear basis compared to 2013. The
Arizona Sun program benefited earnings by $0.03 per share primarily driven by the Gila Bend project that went into service.

The effects of weather variation decreased earnings by $0.03 per share This year's third quarter was unfavorable versus normal and milder than the third quarter of
2013. Cooling degreedays were 8% below normal and 6% lower than the comparable quarter a year ago. The net impact of other miscellaneous items reduced gross
margin by $0.02 per share.

Usage by APS customers compared to the third quarter a year ago were flat. Weathernormalized retail kilowatt hour sales alter the effects of energy efficiency

programs customer conservation arid distributed generation were on par in the third quarter of 2014 versus 2013.

Beginning on slide 8 is a look at the Arizona economy and our fundamental growth outlook. Arizona's economy continued its steady improvement in the third quarter of

2014. Absorption of vacant housing In APSs Metro Phoenix territory is averaging between 3000 and 5000 units per year and the number of vacant units is at its

lowest level in seven years. This steady absorption is providing support to prices for resale homes and we expect a normalization of this market to continue through the

near future.
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As we indicated a quarter ago overall housing demands continue to increase. Total housing permits and multifamily permits are expected to reach their highest activity

levels in 2014 since 2007. The picture is similar for commercial buildings. Vacant space continues to be absorbed in the office and retail sectors yielding steadily

declining vacancy rates as shown in the upper right. Vacancy rates for industrial space reflects some sizable new developments which have just recently come online

l

These trends are indicative of the steady job growth in the Phoenix Metropolitan area arid Arizona had been experiencing for the last three years. Arizona has added

jobs year over year at a very consistent 2% rate since the end of 201 l as seen on the lower righthand side. Business services tourism healthcare wholesale trade and

financial activities have all been sources of growth in recent quarters and highlight the sources for continued occupancy gains in the available commercial floor stock.

On balance we see signs of sustained improvement in our economic environment and a gradually steady recovery. As in past recoveries it is likely that each successive

year in the near term will be stronger M we go forward. Reflecting the steady improvement in economic conditions APS's customer base grew 1.4% compared MM the

third quarter of last year. Weexpect that this growth rate will gradually accelerate in response to the economic growth trends I just discussed. importantly the longterm

fundamentals supporting future population and job growth in Arizona appear to be in place.

Finally I will review our earnings guidance and the financial outlook on slide 9. We continue to expect that Pinnacle West consolidated ongoing earnings for 2014 will

be in the range of $3.60 to $3.75 per share despite a headwind of $0.06 for weather year to date through September and load growth so much lower than we expected.

We are introducing 2015 ongoing guidance of S3 75 to $3.95 per share. Cost control and the rate adjustors remain important drivers but let me highlight a few key

assumptions in 20 l5s guidance.

The impact of Four Comers expected in rates and therefore no longer being deferred is a key driver on most line items. Depreciation and amortization in particular

has the largest increase year over year accounting for nearly all of the change in other operating expenses on the guidance slides. This is driven by the Four Corners
deferral that occurred in 2014 along with ongoing plant additions in 20 l5.

We continue to see customer growth We are assuming l 5% to 2 5% m 2015 translating to flat to |% sales growth. A complete list of factors and assumptions

underlying our guidance is included in the appendix to our slides.

On a related note we have updated our threeyear customer growth and sales forecast essentially pushing out the recovery a year. The Company's goal continues to be

an annualized consolidated earned return onaverage common equity of more than 9.5% through 2016. This is driven by our 6% to 7% rate-based growth outlook and

| the recovery through the fadjustorsl for our capital investments in addition to ongoing cost management efforts.
I

I

i
I

Lastly as Don discussed the Board of Directors increased the indicated annual dividend last week by $0.11 per share or approximately 5% to $2.38 per share

eHective Mth the December payment.

This concludes our prepared remarks. Operator we will now take questions.
Q U E S T I O N A N D  A N S W E R

Operator

Thank you

(Operator Instructions)

Dan Eggers Credit Suisse.

Dan Eggers Credit Suisse Analyst

Hey good mouing guys.

Hey Don can you just talk a little bit about Mat the response rate has been on your adapted Arizona Sun solar project? And do you think this is something you can get

resolved with the current Commission? Or do you think with the election the vote will wait til next year to get the new commissioners to sign off on it"

Don Brandt Pinnacle West Capital Corp - Chdman & CEO
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l

Well Ive got .leffGuldner sitting next to me l'll let him handle that Dan.

Jeff Guldner Pinnacle West Capital Corp - SVP of Public Policy APS

Sure Dan weve had some interest from customers and so obviously there's two pieces to this program. One of it is to address some customer interest the other is to
give us some, inform us on Mat happens when we put westfacing solar and what happens when we take control of inverters on rooftop solar systems And so all that's
I think generated a lot of discussion. I do expect the Commission is likely to staff report will come out shortly and thats probably going to be on the I would
expect it to see it on the December open meeting.

Dan Eggers Credit Suisse - Ardys!

Okay. And then I guess with the dividend increase Don at the 5% level and earnings growth midpoint at 5% growth how should we be thinking about the
sustainability or trajectory of the dividend" Is there room on the payout ratio" Or do you guys going to keep things tamped down where they are?

Don Brandt - Pinnacle West Capital Corp - Chairman & CEO

Not quite sure what you mean tamped down Dan but let me comment because one we think theres adequate payout ratio and just the improvements in our financial
position and some of the regulatory certainty We felt comfortable and the Board agreed moving from a 4% to 5% growth rate That's not necessarily locked in. We will
look at it each year but as we can continue to grow confidence in our ability to deliver our results we will take a look at that on a periodic basis.

DanEggers - Cndit Suisse Ardys!
I
I
! And I guess just one last question It wasn't IN the slides I dont think but can you talk about where the residential solar permitting activity is and the installations are

so far this year relative to last year"

Don Brandt Pinnacle West Capital Corp Chairman & CEO

Yes Jeff do you want to - 7

Jeff Guldner - Pinnacle West Capital Corp SVP afPublic Policy APS

Yes We are seeing we are monitoring it closely We file quarterly so you can get copies of the quarterly filings. I think were seeing installations coming in right
now just a little bit below last years trajectory but we also had the highest months or second-highest month "eve seen in September And thats been increasing

Dan Eggers - Credit Suisse - Analyst

Okay thank you.

Operator

Greg Gordon ISI.

Greg Gordon ISI Group Analyst

Thanks. Just a couple questions guys.
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First so Jim going back to a couple presentations ago when you laid out your financial outlook you said you expected retail customer growth to get to about l%

kilowatt hour sales growth net of 2 5% customer growth by 2016. So based on your statement that you made at the end of your presentation you basically you pushed

that out to 20 I 7? is that right?

Jim Hatfield Pinnacle West Capital Corp - CFO
l

Well we son of pushed the growth Out a year. I would say that we continue to see positive signs of activity. As I look out my window there's three construction

projects. The U of A Cancer Center is nearly complete; the Bioscience Center is undergoing expansion and ASU is moving the law school downtown and will

repurpose the current law school on their Tempe campus. We also saw last week the first major buying of land by a home builder by Shea Homes with their intention

to in North Scottsdale to begin to sell houses at the end of 2015.

So we are continuing to see that. It has been a little sluggish. But it is a matter of when, it is not a matter of if

Greg Gordon ISI Group - Analyst

Right but your business plan for 2015 and 2016 doesnt presume a massive pickup in growth? Is what you're saying?

Jim Hatfield - Pinnacle West Capital Corp CFO

Right.

Greg Gordon ISI Group Analyst

That would just be gravy.

Jim Hatlield - Pinnacle Wes? Capital Corp CFO

That would be upside

Greg Gordon IS Group Analys t

Thank you.

The other thing I wanted to ask is I think you ended the third quarter with an equity ratio at APS still almost 57%? And I know you carry minimal to no parent debt? So

can you talk about what your financing plans are? Because as I look out to 2016/2017 that seems like the time frame when you might need to file a rate case because
thats when you have a big CapEx plan"

And then you usually issue equity to make sure your ratios are in line with your regulatory capital structure around those times. But given that you're overequitized
and given that you have practically no leverage at the parent is it a foregone conclusion that you will need equity?I

II
i

Jim Hatfield Pinnacle West Capital Corp - CFO

I dont think it is a foregone conclusion In the interim because we have such a strong equity ratio we'll finance through the fixed income securities. And so we will

evaluate that when we look to file our rate case what our capital structure is and how we finance that going forward

Greg Gordon ISI Group - Analyst

Right
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I would make the observation that a lot of your peers that have utility holding companies have used a little bit of that financing capability to fund their equity needs at
their operating companies and you guys have not demonstrably used that capacity. Is there any reason why we shouldnt presume you could not use that capacity?

JimHatfield - Pinnacle West Capital Corp CFO

There's no reason you should presume we could not use that capacity.

Greg Gordon ISI Group Analyst

Okay thank you very much. Take care.

DonBrandt Pinnacle Wes? Capita! Corp Chairman & CEO

Thanks Greg.

Operator

Michael Weinstein UBS .

Julien DumoulinSmith UBSAnalyst

Hey its Julien here good mouing

Following up on the tone of the last few questions here in terms of keeping your earned ROE in line with your targets how much of this is dependent upon costcutting
and ongoing O&M efforts versus just the sale of targets holding itself up? And to that effect can you maintain your earned ROE beyond just the current period with the
slower growth that you are projecting now"

Don Brandt - Pinnacle West Capital Corp Chdnnan & CEO

I

i
!

So let me answer that this way: one it is not dependent upon growth as weve seen the last two or three years; it is really dependent upon the adjusters And our ability
I would say less cost cutting and more cost containment as we move forward. And when we entered this settlement in early 2012 late 201 l we looked at the sales
outlook and really said we can manage through the stay out period because we had the adjusters which give us gross margin growth. And those adjusters continue to
get bigger as they move forward. And we have to control costs and we've been able to do that

Julien DumoulinSmith - UBS-Analyst

Perhaps as a follow up you mentioned the adjusters here is it your expectation at present that you would continue to hold onto those adjusters through the next rate
case? Or is that something in your mind that's up for review in the next case?

Don Brandt Pinnacle West Capital Corp Chairman & CEO

So certainly to the next rate case. At that point and we will have to look at our situation do we keep the same adjusters? Do we get different adj usters? That will dl be
part ofconveisations we have at that time

Juliet DumoulinSmith - UBS - Ardys!
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Great. And then lastly here energy storage obviously theres been a little bit of noise in the state around this of late. Whats the opportunity for you all? is there an

opportunity in ratebased or otherwise to invest? And whats the timeline there if there is?

JolT Guldner Pinnacle West Capital Corp SVP of Public Policy APS

There some discussion that's going to be had next week l expect at the open meeting around the Ocotillo project where weve got a proposal to do some pilot work on

energy storage and association with that And obviously as you look at our system and some of the changes we are expecting in the future with the need to have more

fast ramp in the afternoon thats going to be something that Bethink you're going to see a lot of discussion out in the Southwest So the proposal that we are talking about

next week with Ocotillo would be a ratebased proposal

Julien Dumoulin-Smith UBS Analys t

Got you. Thank you very much.

Operator

All Agha SunTrust.

Al i Agha - SunTnas1 Robinson Humpnrey Analyst

Thank you. Good mouing

First question Jim just to benchmark this goal that you have of eaming 9.5% or higher ROE. And I know you folks calculate that a little different because you look at

book numbers not just at the utility numbers. So can you just let us know on 1 lets say. an LTM basis what iS that earned ROE the way you guys are calculating it right

now'

Don Brandt Pinnacle West Capital Corp Chairman & CEO

Well at the middle of our guidance I believe the ROE is about 9.7% or so roughly.

Ali Agha Sun Trust Robinson Humphrey Analyst

Thats the middle of the 2014 guidance?

Don Brandt - Pinnacle West Capital Corp - Chairman & CEOI

Correct.

Al i Agha - Sun Tms! Robinson Humphrey Analyst

Okay. And then secondly I think you also alluded to the fact that in the quarteroverquarter pickup l think there was about a $0.02 benefit on D&A from the nuclear

lease extensions"

Don Brandt Pinnacle West Capital Corp Chairman & CEO

Correct.
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Al i Agha Sun Trust Robinson Humphrey Andys!

Can you just remind us as I recall from your 8K filingthe lease expansion is cut in hal about S28 million or so and as long as you are out of rate case starting in

2016 does that all fall to the bottom line? Is that the way we should be thinking about that?

Jim Hatfield Pinnacle West Capital( Corp - CFO

So all of the lease reduction will fall to the bottom line until the next rate case in which case we will give that back as part of our rate ask which is not necessarily a

bad thing because it reduces our ask to customers. That will hit in 2016. But you have to also remember that would be a positive change. lt will be offsetting other

drivers that would go to offset that, so I wouldnt look at it necessarily as indicative 08 in and of itself being a big item.

Ali Agha - Sun Trust Robinson Humphrey - Analyst

Right but the other item, there are other cost pressures and so on right? But that on a standalone basis is a positive for your bottom line"

Jim Hatfield Pinnacle Wesl Caprlal Corp CFO

That's a positive. That would be one of many items that would go plus and minus as we go year over year
I

I
I Al i Aghl - SunTmst Robinson Humphrey Andys!

Right. Understood.

And my last question as you look at your relationship between customer growth and weathernormalized sales growth are you seeing any differences there" I mean its

been a little difficult to benchmark as youve been hitting that l.4% growth on customers. And yet weathernormalized sales were negative second quarter are flat right

now. Can you give us some more insight on how we should be thinking about that relationship? And is that a consistent rule of thumb looking forward there?

Jim Hatfield Pinnacle Wes! Capital Corp CFO

So DE is about 0.5%. And then EE is about l% roughly So we would think that as growth accelerates that would be positive for sales growth And in the interim

also keep in mind we have the LFCR which as designed is offsetting some of that reduction.

Ali Agha SunTn¢s1 Robinson Humphrey - Ardys!

But that relationship of DE and EE has that being consistent throughout? Or is that - ?

Jim Hatfield Pinnacle West Capital Corp CFO

It is been fairly consistent.

Al i Agha SunTn¢s1 Robinson Humphrey Ardys!

Okay. Thank you.

Operator

Charles Fishman Morningstar.
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Charles Fishman Morningstar - Analyst

Thank you. Good mouing

As 1 compare your new capital expenditure plans MM previous theres an increase in traditional generation? Is that (technical difficulties) into the plan?

Jim Hatfield Pinnacle West Capital Corp CFO

Excuse me" Chiles we

Charles Fishman Morningstar Analyst

Increase in generation just traditional generation for CapEx just Ocotillo?

I
ii Jim Hatfield - Pinnaek West Capital Corp CFO

I

i Sort of just changing cash flows as it relates to Ocotillo. lts been accelerated a little bit.

Charles Fishman - Morningstar - Analyst

Okay. And lm sorry for butchering the name of the plant. And then my second question is on the MidAmerica proposal joint venture with the transmission. is that just

one of these new FERC 1000 programs?

Jim Hatfield Pinnacle West Capital Corp CFO

Essentially it is a network resource to the Cal ISO under their Cal ISO tariff So yes it is a competitive bid project that we intend to bid on.

Charles Fishman Mornings lar Ardys !

Yes Weve seen other projects like this where certainly an inctunbent was right away has a leg up. is there anything that gives you confidence you and your partner

that that wont be Me case here"

Jim Hatfield - Pinnacle Wesl Capital Corp CFO

Well it's ll6mile line with 98 miles of it in Arizona. So we know the terrain We know the governing bodies a great relationship so we think that gives us a leg

up.

Charles Fishman Morningstar Analyst

Great. Okay thank you.

Operator

(Operator Instructions)

Shahriar Pourreza Citi.
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Shahriar Pourreza Citigroup Analyst

Good ahemoon everyone.

On the 20 megawatts that's remaining under AZ Sun whether the Commission goes utility scale or DG is it fair to assume or is it a possibility that if Commission is in

favor of you doing distributed generation in lieu of utility scale that they could potentially open the door for you to take on more DG?

Jeff Guldner Pinnacle Wen Capital Corp SVP of Public Policy, APS
i

This is Jeff

One of the things just to keep in mind with this AZ Sun program is this was a compliance programs so we had a 200megawatt target. With the AZ Sun project weve

got 170 megawatts of it built out. And so we are really looking at filling this niche and looking at what we could get from a pilot some advantages or some

information we can get from the pilot standpoint so we are not really looking at this as an expansion project at this point.

Shnhriar Pourreza - Citigroup - Analyst

i
.l.

Okay so thats what Im trying to get at. So If you do the distributed generation it can't be seen as a way for you to eventually expand and compete with some of the

leasing models in the state?

Don Brandt Pinnacle West Capital Corp Chairman & CEO

Well l wouldnt say it competes with those. l think it is just another alterative for customers to consider. And in the case of our proposal virtually any customer

relative to economic or credit standards can avail themselves to it All they need is a structurally sound roof

And while we havent promoted it yet because we haven't received approval last l heard and this is 10 days old like 1300, 1400 customers have called to sign up for

it So I think theres a lot of interest from our customers.

Shahdar Pourreza Citigroup Analyst

Right.

Jeff Guldner - Pinnacle West Capital Cold SVP ofPublie Polity APS

If you look at multifamily right now theres not really an opportunity for a multifamily unit to move to solar and so some of this is looking at how do you fill some

of those gaps.

Shahriar Pourreza Citigroup Ardys !

Right and thats what Im trying to get at is the proposal that you have in front has a very strong value proposition for rate payers. So the question is could you

leverage this and increase the program and compete with some of the leasing models or provide an alterative beyond the 20 megawatts?

Don Brandt - Pinnacle West Capital Corp Chairman & CEO

Well l think maybe. How about a big maybe is the what we are looking at now is part of the compliance program And obviously we and our regulators and our

customers will team a lot from that experience. And l think based on that weve always done a good job listening to our customers and what they want
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Shahriar Pourreza - Citigroup Analyst

Okay perfect

And then just one last question on the l% 0% to |% grovNh assumption for next year is that net of energy efficiency and DSM?

Jim Hatfield Pinnacle West Capital Corp - CFO

Yes

Shahriar Pourreza Citigroup -Analyst

Okay terrific. Thanks.

Operator

Paul Patterson Glenrock Associates.
I

PaulPatterson Glcnrock Associates Analysl

Good mouing.

I wanted to follow up on Greg Gordons question regarding leverage at the parent. If l understood the Q&A there and l got \ntemlpted. I apologize but it sounded to
me like you guys were indicating that there was some flexibility that you saw there in terms of perhaps of using some leverage at the parent. And l guess what I was
wondering is any sense as to when one hears that one thinks of all sorts of opportunities financially speaking given your situation your metrics and what have you
And I was just wondering can you quantify as to what maybe potentially you guys might be contemplating on that?

Jim Hatfield Pinnacle West Cupkal Corp CFO

No. I would just say that with an Aminus credit rating we feel very good about our financial strength. And we are pretty conservative management team as well
Anything is possible, but we are not out to lever up the holding company with just APS as a sole provider of dividends to the parent.

Paul Patterson Glenn ck Associates Ardys!

Okay. I was just wondering. Okay thanks so much

Operator

.lim von Riesemann CRT Capital

James von Riesemann - CRT capital Group Ardys!

Hey Don hey Jim how are you?

Jim Hatfield - Pinnacle West Capital Com CFO

Good how are you°
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James von Riesemann CRT capital Group - Ardys!

Pretty good

l
l want to followup on Pauls questions and Greg it's more of a cousin question to it If I look at your cash flow statement theres a mismatch of about $60 million in

deferred taxes this year between the consolidated parent versus what you did - or the consolidated numbers versus what you did at APS .

How should l think about one deferred taxes on a goforward basis? And two what your view of bonus depreciation is if Congress will actually extend it? And if so
whats the cash benefit to you on an annual basis given your slightly revised CapEx guidance that you provided"

Jim Hatfield Pinnacle West CapitalCorp CFO

Our view on bonus depreciation is its not going to change our view on our CapEx program I mean we have obligation to serve and what we spend is required to

serve.

We have not been a taxpayer well that will tum around in the fourth quarter of 2014 We will begin to pay taxes. And if bonus depreciation is not continual we will

begin to tum around that deferred tax balance and begin to pay taxes again.

James von Riesemann - CRT Capital Group Analyst

Okay So then but if it is continued whats the cash impact to you in the event that it is continued"

Jim Hatfield Pinnacle West Capital Corp CFO

The cash impact for us will be well push off the ITC been able to realize that from 2015 to 2016. And depending on what they do on bonus depreciation lt could be

$50 million to $l25 million whether they do $50 million or $l00 million.

James von Riesemann CRT Capital Group -Analyst

Okay Super Thank you.

Operator

Michael Weinstein UBS.

Juliet DumoulinSmith UB SAnalys t

Hey its Julien here again.

l just wanted to tie things back together if you will. Youve talked about a 4%ish EPS growth previously Im noticing in the slides here an acceleration I think in the
dividend growth. You're now saying an approximate growth rate of 5% How are you thinking about EPS trajectory especially given your ability to continue to earn

your ROE? is that at self accelerating here? As we look at the step up in CapEx in 2016 to 2018 what are potential offsets if you will? l mean how are you thinking

about it?

Jim Hatfield - PinnacleWest Capital Corp CFO
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Well we've always described it as rate-based govvth is 6% to 7% before dividend growth of 4% and earnings somewhere in between. And I think the 4% ro 5% just

represents our confidence in our ability to execute Those would still be your bookends ion a financial performance perspective

Julien DumoulinSmith UBSAnalyst

Got you.

But from actually materializing that earnings trajectory do you think there's an ability to continue to spend at an accelerated rate beyond that 2016 through 20 l8? Or is

that a onetime bump and the ?

Jim Hatfield Pinnacle Wes! Capital Corp CFO

With our outlook of Phoenix and Arizona continuing to be a growth state and provided we get appropriate regulatory recovery l think we will have continued

opportunity

Julien DumoulinSmith UBS-Andys!

All right got you.

I mean in fact could you rehash a little bit what is the discrepancy between that higher rate base and the lower EPS trajectory? If you could talk to that a little bit?

Jim Hatfield Pinnacle West Capital Corp - CFO

Ii
Is just a little bit of rate regulatory lag. l mean we have about 80% of our CapEx is through some sort of an adjuster 40% through an adjuster roughly 40% through

depreciation. And so we are losing recovery on about 20% of our ratebased growth. And thats your lag going forward as well as test year expenses versus current

year expenses which represent primarily increases in D&A property tax things of that nature.

Julien DumoulinSmith UBS Analyst

Got you. Thank you.

Operator

We have reached the end of the questionandanswer session I would now like to tum the floor back over to Management for closing comments.

Paul Mountain Pinnaele West Capital Corp - Director aflR

All right thanks everyone. Well look forward to seeing you at EEl That concludes our call

Operator

Ladies and gentlemen this does conclude todays teleconference You may disconnect your lines at this time. Thank you for your participation and have a wonderful

day
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W ORr>ORATE PARTICIPANTS
Paul Mountain Pinnacle West Capital Corporation Director [R

Don Brandt Pinnacle Wes! Capitol Corporation Chairman President & CEO

Jim Hatfield Pinnacle West Capital Corporation EVP & CFO. Arizona Public Service Company

JeffGuldner Pinnacle West Capital Corporation APS SVP. Public Policy

CONFE RENCE CALL PARTICIPANTS

A li Agha SunTn1.vt Robinson Hianphrey Analyst

Paul Ridzon Key8anc Capital Markets Analyst

Michael Weinstein UBS Analyst

PRESENTATION

Operator

Greetings and welcome to the Pinnacle West Capital Corporation 2014 fourthquarter and fullyear earnings conference call (Operator Instructions) As a reminder this
conference is being recorded

It is now my pleasure to introduce your host Paul Mountain Director of Investor Relations Thank you sur. You may begin.

Paul Mountain - Pinnacle West Caprkal Corporation Director IR

Thank you. Christine I would like to thank everyone for participating in this conference call and webcast to review our fourthquaner and lira-year 2014 earnings
recent developments and operating performance.

Our speakers today will be our Chairman and CEO Don Brandt and our CFO Jim Hatfield. Jeff Guldner APSs Senior Vice President of Public Policy. and Mark
Schiavoni APS's Chief Operating Officer are also here with us. First I need to cover a few details with you.

The slides that will be using are available on our investor relations website along with our earnings release and related information. Note that the slides contain
reconciliations of certain nonGAAP financial information.

I

i
I
i Todays comments and our slides contain forwardlooking statements based on current expectations and the Company assumes no obligation to update these statements.

Because actual results may differ materially from expectations we caution you not to place undue reliance on these statements.

Our 2014 Form I0K was filed this momrng. Please refer to that document for forwardlooking statements cautionary language as well as the risk factors and MD&A
sections, which identify risks and uncertainties that could cause actual results to differ materially from those contained rn Our disclosures.

A replay ofthrs call will be available shortly on our website for the next 30 days. lt will also be available by telephone through February 27

l will now tum the call over to Don.

DonBrandt - Pinnacle West Caped Corporation - Chaimran Prexrllent & CEO

Thanks Paul and thank you all for joining us today The fourth quarter wrapped up a productive year and set the stage for further progress in the year ahead
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Eamings finished the year in the middle of the range after adjusting for belownormal weather. APSs reliability and customer satisfaction remain in the top tier Safety
had another solid year and Palo Verde set a record for power production. In fact Palo Verde unit number 3 produced the secondhighest electricity output of any

nuclear unit in the world in 2014 and all three Palo Verdeunits individually ranked among the top six producers in the United States.

Jim will discuss the 2014 financial results but first I will update you on the regulatory progress and discuss a few significant projects. In December the Arizona

Corporation Commission voted on several key issues and we appreciate their commitment to resolve these items before the bench turned over.

l will provide an update on two key issues in a moment but I would like to first thank Commissioners Brenda Bums and Gary Pierce whose terms ended in early

.lanua.ry. We appreciate their commitment to the state over many years of public service arid on driving the dialogue on several complex regulatory issues.

Commissioners Doug Little and Tom Forese were swam in on .lanuary 5 to fouryear terms. Commissioner Susan Bitter Smith was also selected by her fellow

commissioners 8 the next chair succeeding Commissioner Stump who did a tremendous .lob leading the commission through a challenging period

Governor Doug Ducey was also swam in leading a group of many new otiicials at the state level that are bringing a renewed focus to economic development in

Arizona. We look forward to working MM Governor Duceys team.

I will now provide an overview of the key dockets that were voted on in December at the commission. The Four Comers rate ant*t was approved with rates in effect as

of January I of this year. The $57 I million rate change was $8 million below our request however it was in line MM the commissions staffs and the administrative

lawjudges recommended order. We were pleased to have a final order in this matter.

Separately the commission voted it had no objection for APS to build and own 10 megawatts of residential rooftop solar on approximately 1500 homes. Now titled the

APS Solar Partner Program installations will begin Ill the spring. We have had a great deal of interest from our customers and initiated the first of three requests for

proposals to qualified local Arizonabased installers at the end of January We are in the process of determining the system feeders and customers to target which will

then be matched up with the selected installers who will inspect the roofs and install the rooftop systems.

Putting this program in perspective as of the end of 2014 APS has 30000 residential rooftop installations equating to about 200 megawatts of installed capacity. In

2014 interconnection application volume was down slightly from the recordsetting 2013 numbers but actual installations in 2014 of 7800 systems was the highest

ever shoving a l0% increase over 2013. his robust level of growth causes the unfair cost sh 1h to continue to increase.

in addition the ACC initiated a generic docket in December titled In the Matter of the Inquiry into Solar DG Business Models and Practices and Their Impacts on

Public Service Corporations arid Ratepayers." Chairman Bitter Smith requested comments by February 13 so the commission and staff are now reviewing the
comments received last week

The next steps and timeline for this docket are expected to be discussed at an upcoming commission meeting. We have included a 2015 calendar in our presentation to
highlight the key dockets and dates ahead of us this year including the docket I just mentioned

bet me highlight a few other items. Rate design discussions are surfacing alter the initial discussion last fall We are having discussions with several stakeholders to

determine the best path forward.

Late last year Salt River Project proposed a broad rate restructuring and it is expected this will be voted on at their board meeting on February 26. SRPs proposal
includes several rate design principles that we have been advocating primarily better alignment of fixed and variable costs and revenue. While each utility may have a

different rate structure it is clear from the national discussion and here in Arizona that appropriately addressing the unfair cost shift and aligning the fixed and variable

discrepancy are a top priority .

The Ocotillo modernization project has moved a year closer to beginning construction which is expected in 2016. We have been working on the necessary approvals

and outreach to the surrounding community and are pleased with the reception we have received. The certificate of environmental of compatibility was approved in

November.

The last milestone before construction will begin was raised during the commissions integrated resource planning meeting in the fall. While there was clear support for
the first two units which replaced the existing steam units questions were raised on the cost effectiveness of the additional three units We have maintained the

importance of the five units to serve future load growth as well as improve the valley's reliability.

I

i However to address the concerns that were raised we issued an RFP in late January for the incremental capacity equivalent to three of the five units. This process is

expected to conclude in the summer
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One other item to watch is the Delaney Colorado River transmission line decision TransCanyon which is our joint venture with BHE US Transmission formerly

named MidAmerican Transmission submitted its bid to the California ISO on November 19. in January the bidder list was disclosed six bidders in total. The CAL

ISO is working through its qualification and selection process arid we expect a decision this summer.

Lastly I will comment on a few  recent environmental developments. On December 19 US EPA issued its final regulations governing coal ash which regulates coal

combustion residuals as nonhazardous. Our initial estimate a portion of which is included in our capital forecast is that our incremental cost to comply will be

approximately $l00 million mostly at our Cholla plant.

We are also working with the Corporation Commission the Arizona Department of Environmental Quality known as ADEQ and the Arizona utilities to encourage the

EPA to make revisions to Arizonas requirements under the Clean Power Plan. Under the draft Clean Power Plan Arizona would be the secondmost impacted state in

the nation While APSs diverse portfolio is a clear advantage we are concerned about the impact on other utilities in the state including the need for additional

infrastructure arid the cost to Arizonans associated with achieving the goals originally established.

We support the state's efforts to enact legislation that enables ADEQ to submit a state plan to US EPA This legislation is necessary to assure EPA does not issue a

federal plan for the state of Arizona.

Let me conclude by saying [m very proud of the leadership of our people again this year ranging from the pursuit of excellenceeach day across our operations and the

safety of our employees and a discussion on the complex topic of rate design. l expect our team to again lead on these efforts in 2015 and that we will deliver on our

commitments this year.

l will now tum the call over to Jim

Jim Hatfield - Pinnacle West COM Corporation EVP & CFO, Arizona Public Service Company

Thank you Don. The topics I will cover today are outlined on slide 3 and include a discussion of our 2014 financial results an update on the Arizona economy a look

at our financing activity and a review of our earnings guidance.

Slide 4 summarizes our GAAP net income and ongoing earnings for the quarter arid the full year. For the fourth quarter of 2014 we reported consolidated ongoing

earnings of $5.4 million or 5005 per share compared with ongoing earnings of $24 3 million or $022 per share for the fourth quarter of 2013

For the full year 2014 we reported consolidated net income attributable to common shareholders of $398 million or $3 58 per share compared to net income of $406

million or $3.66 per share for 2013 Weathernormalized our eaming for 2014 would have been $3.68 in the middle of our guidance range of $360 to $3.75

translating into an earned consolidated ROE of greater than 9 5%

Slide 5 outlines the fullyear earnings per share drivers compared to 2013. Primary favorable variances include: higher gross margin supported by the various revenue

adjusters and lower interest expense driven by our financing activities and the lower costs of longterm debt

The effects of adverse weather decreased earnings by $0. 16 per share. To put the unfavorable weather effect in perspective in terms of its impact on megawatt hours

2014 was the second mildest year in 15 years including the Srst quarter of 2014 which was the mildest first quarter in 40 years. There was not much variance in the

other drivers including operation and maintenance expenses

Starting on slide 6 let me walk through the variances thatdrove the change in quarterly ongoing earnings per share.

An increase in gross margin improved earnings by $0.07 per share. I will cover the drivers of our gross margin variance On the next slide. Lower depreciation and

amortization expenses increased earnings by $0.0 l per share in part due to the Palo Verde Unit 2 lease extension we announced in July offset by additional plant

service

Lower interest expense net of AFUDC benefited earnings by $0.04 per share. The decrease largely reflects reduced interest charges resulting from refinancing long

term debt at a lower rate. Higher operations and maintenance expenses decreased earnings by $0.18 per share largely due to more fossil generation planned outages.

A higher effective tax rate reduced earnings by $0.06 per share including a prior-year tax benefit and the extension of bonus depreciation. The net impact of other items

decreasedearnings by $0.05 per share.
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Tuming to slide 7 and the components of the net increase of $0.07 IN our gross margin the main components of this were as follows. The loss fixed cost recovery

mechanism improved earnings by $0.01 per share which as designed o8set some of the impact from energy efficiency programs and distributed energy. The Arizona

Sun program benefited earnings by $0.01 per share primarily driven by the 32 megawatts GilaBend solar project that went into service.

l

l

The effect of weather variations increased earnings by $0.03 per share Although weather in both the 2014 and 2013 fourth quarters was less favorable than normal

fourthquarter 2014 benefited from a warmer October compared to the same month 20] 3.

Higher usage by APSs customers compared with the fourth quarter a year ago increased quarterly results by $0.01 per share Weathernormalized retail kilowatt hour

sales after the effects of energy efficiency programs customer conservation and distributed generation were up l 9% in the fourth quarter of 2014 versus 2013. The

favorable variance is partly due to the low usage we saw in the fourth quarter in 2013 and was in line with our expectations of where we would in the year.

The net impact of other miscellaneous items added $0.01 per share. As a reminder both the gross margin and O&M variances exclude expenses related to the
renewable energy standard energy efficiency and similar regulatory programs all of which are essentially eset by comparable revenue amounts under adjustment

mechanisms.

Also the deferrals associated with the Four Comets transaction and the impacts to our noncontrolling interest for the Palo Verde lease extensions are treated in a

similar manner. The drivers l discuss exclude these items as there was no net impact In 2014 results.

Slide 8 presents a look at die Arizona economy and our fundamental growth outlook. Arizonas economy continued its steady improvement IN the fourth quarter of

2014 Job growth in Arizona and tlle Phoenix metro area picked up modestly at the end of the year and for the quarter Arizona added jobs at a 2.6% rate as seen on the

lower righthand side of slide 8

I

Business services healthcare tourism and consumer services are each addingjobs in excess of4% on a yearoveryear basis and most other sectors continue to grow at

more modest rates. The job growth we are seeing reflects the attractiveness of metro Phoenix and Arizona as a great place to do business with excellent access to

California and other markets but with a much lower cost structure.

This continued job growth is providing a stable pace of absorption in commercial office and retail space yielding a continual decline in vacancy rates in those sectors.

As these markets tighten up we expect to see construction activity regain steam As an example the Phoenix metro area currently has 2 9 million square feet of office

space currently under construction most of which will be delivered this year This is the highest amount of office construction since 2009

Although the retail sector remains quiet industrial space continues to be in high demand with 4 million square feet under construction primarily in our West Valley

territory We were also seeing continual increases in the Metro Phoenix housing demand although the increase in demand is present being met largely with multifamily

development. Total housing permits and multifamily permits both set cycle highs in 2014 providing their best year since 2007 as you can see in the panel at lower left.

We expect 2015 to be better than 2014 in terms of job growth income growth consumer spending and absorption of residential and commercial vacancies and believe

that these trends will translate into higher overall housing activity The future market share for apartments versus singlefamily homes remains a question and is largely
dependent on the degree of strength in the existing singlefamily home market. As you can see in the panel at the upper Is existing home prices have recovered

substantially from their recession lows and continue to increase yearonyear.

The recovery in prices reflects the continual absorption of vacant homes aid apartments in MetrO Phoenix and the normalization of foreclosure sales activity. While

existing home prices may not have recovered enough yet to spur new singlefamily home construction the apartment markets is enjoying the lowest vacancy rate it has

seen in 15 years and we believe it is only a matter of time before new singlefamily market moves more decidedly in the upward direction.

On balance we see signs of sustained improvement in the economic environment and a gradually steady recovery. As in past recoveries it is likely that each successive

year in the near term will be stronger as we go forward Reflecting this steady improvement in economic conditions. APSs customer base grew l.4% compared with the

fourth quarter lat year in line with our forecasts.

We expect that this growth rate will gradually accelerate in response to theeconomic growth trends l just discussed. Importantly the longterm fundamentals supporting
future populations and job growth in Arizona appear to be in place.

Slide 9 outlines our financing activities On January 12 APS issued $250 million of 5year 2.20% senior unsecured notes The proceeds from the sale were used to repay

commercial paper borrowings and to replenish cash temporarily used to fund capital expenditures. We plan to refinance a $300 million maturity in 2015 and raise up to
$275 million of additional longterm debt as assumed in our guidance.
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Overall liquidity remains strong. At the end of the fourth quarter the parent company had no shortterm debt outstanding and APS had $147 million of commercial

paper outstanding.

A quick note on pension. Our funded status remained strong at 90% as of yearend 2014 in line with yearend 2013. This is due largely to the continued

implementation of our liabilitydriven investment strategy. Our higher funded status translates to lower longterm funding requirements.

Also in October the Society of Actuaries issued its final report on mortality tables. We have incorporated a modified version of the mortality assumptions in our

pension calculation which we believe better reflects our employees demographics. Additional detail as shown on the slide included in the appendix of todays

presentation.

Finally I will review our earnings guidance and the financial outlook on slide 10 We continue to expect Pinnacle Wests consolidated ongoing earnings for 2013 will

be in the range of $3 75 to $3.95 per share. The rate adjusters in cost management remain important drivers. A complete list of the factors and assumptions underlying

our guidance is included in the appendix to our slides which are unchanged.

This concludes our prepared remarks. Operator we will now take questions.
Q U E S T I O N  A N D  A N S W E R

Operator

(Operator Instructions) Dan Eggers Credit Suisse.

Don Brandt Pinnacle West Capital Corporation Chairman, Preshienr & CEO

We can go to the next question and Dan can get back in the queue.

Operator

All Agha SunTrust.

Al i Agha - Sun Trust Robinson Humphrey Anailysr

lhank you good mouing. First question I understood you guys talked about the weather impact in 2014 on the earnings but you know as recently as the end of the

Q3 results or around EEl time we were still looking at a S360 to S3 75 guidance range for the year. So when we look at the $358 that you reported what were the big

factors relative to your ovum assumptions in the fourth quarter that caused us to miss the lower end of guidance for the year"

Jim Hatfield - Pinnacle West Capital Corporation - E VP & CFO Arizona Public Service Company

Well we had negative weather in the fourth quarter as we talked about. We also had the extension of bonus depreciation which pushed out our ability to use
production tax credits which had a negative impact of about $0.03 on the quarter as well.

I
1 Ali Agha Sun Tnasz Robinson Humphrey - Ardys!

Got it okay. Then secondly looking at the dynamic between weathernormadized sales growth arid customer growth I know quarterly numbers tend to get skewed, but

your customer growth has been fairly steady 14% and yet we saw the 1.9% weathernormalized sales number in the quarter Again anything to extrapolate from that"

And just remind us what the expectations are for customer growth and weathernormalized growth for 20 l5.

Jim Hatfield Pinnacle West Capitol Corporodon EVP & CFO, Arizona Public Serviee Company
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Well for customer growth we are looking l.5% to 2.5% for 2015. We had 1.4% fourth quarter of this year. Weathernormalized sales son of flat to l% range.

I would not look at the quarter in andl think its important in the fourth quarter of 2013 we had I think a negative 2% sales growth. And then I would not look at any

of itself I would really look over the course of the year where we really had sort of flat sales and the 14% customer growth.

Ali Agha Sun Trust Robinson Humphrey - Analyst

Got it. My last question Jim with regards to the current thinking in terms of the timing of the next rate case and the earliest need for equity can you just remind us

again where you stand today on both of those factors?

Jim Hatfield - Pinnacle West Capital Corporation EVP & CFO Arizona Pub lf: Sendce Company

No change really. We are looking at not filing until at the earliest mid20 l6 And equity again no earlier than 2016.
I

Al i Agha SunTms1 Robinson Humphrey - Analyst

Okay got it. Thank you.

Operator

(Operator Instructions) Paul Ridzon. KeyBanc.

Paul Ridzon Key8ane Capital Market Analyst

Just real quickly do you have any sizable maturities coming up and how are you thinking about the opportunities on the interest line?

Jim Hatfield Pinnacle West Capital Corpomdon EVP & CFO Arizona Public Service Company

Well we have $300 million of debt maturing later this year which we will refinance. We also have maturities in 2016 and then our big maturity is in 2019 So we will

look at all factors when we look at that in today's interest rate environment.

We chose in January to take advantage of the short end of the curve due to demand but we still have historically low interest rates across the board and see that those

refinancings as really an opportunity to incrementally provide some interest savings.

Paul Ridzon Key8anc Capllal Market - Analyn

Thank you very much.

Operator

Michael Weinstein UBS.

Michael Weinstein UBS-Analyst

IGood mouing. l was wondering if you could characterize how the discussions at the commission have been going with regard to rate design. in terms of

understand comments were just taken is the process moving forward at a quick pace a regular pace? Has it stalled recently"
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And what kinds of initiatives what's the involvement of the Company in those discussions?

Jeff Guldner Pinnacle West Capital Corporation - APS SVP, Public Polity

Michael this is Jeff Guldner. l think the discussions are moving forward at a normal pace and so what you are seeing right now is comments from the parties here in
Arizona. Obviously folks are also paying attention to whats happening on the national scene. theres a lot of discussions that are happening nationally and we are
engaged in both of those. So we are engaged at the state level we are also participating in the national debate.

Michael Weinstein UBS Analyst l

l

l

Right have you .. would you say that things are moving along at the pace that you expected"

JeffGuldner Pinnacle West Capital Corporation - APS SVP, Public Policy

l think what you will see so you've got two new commissioners that have just taken tl1 eir seats and so I think you will see the discussions continue to accelerate here
in the next few months.

Michael Weinstein UBS Analyst

And do you still expect that or l guess do you have any expectation that rate design metering those types of issues to be dealt with separately outside of the rate case
or whether they will be rolled into the rate case?

JelTGuldner - Pinnacle West Capital Corporation APS SVP, Public Polity

Well its a statewide issue so remember there's going to be a discussion on just what it means from a state perspective How the implementation happens is part of that
discussion

And so we have got a mechanism right now that is the LFCR DG adjuster that is a component or thats one method of addressing really the cost shift issue. But
stnicturally how you do the rate design changes we know a lot of that is going to happen in the rate case.

MichaelWeinstein - UBS-Analyst

when does action have to be taken by tlle commission on this docket" How early does itOkay l guess maybe the thrust of the question is more like Men do these
have to happen?

What is the latest it could happen before so that a separate process could occur? Or at some point I guess its just too late and you have to roll it into the rate case
because the filing is coming in mid20 l6

Jeff Guldner Pinnaek West Capital Corporation APS SVP Public Policy

Theres no time clock on the discussion. The discussion - l cant tell you when the discussion is going to how it is going to specifically unfold But from a process
standpoint. I mean some rate design changes are going to have to happen in a rate case It is helpful to have the discussion of what that process should look like and
what some of the issues are ahead of the rate case filing.

Michael Weinstein - UBS - Analyst

Okay all right. Well thank you very much.
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Operator

lt appears we have no further questions at this time I would now like to tum the floor back over to management for closing comments.

Paul Mountain Pinnacle West Capital Coiporadon Direefor, IR

All right. Thanks everyone. As you look at the I0K and the materials please give us a call if you have any questions and we will talk with you soon Thank you.

Operator

Ladies and gentlemen this does conclude todays teleconference. You may disconnect your lines at this time. Thank you for your participation and have a wonderful

day

DISCLAIMER
I , -

. . . <°:e . . .
. ~

..
l

y

1

I
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P R E S E NT AT ION

Operator

Greetings and welcome to the Pinnacle West Capital Corporation 2015 firstquarter earnings conference call.

i (Operator Instructions)

As a reminder this conference is being recorded. It is now my pleasure to introduce your host Paul Mountain Director of investor Relations. Thank you sir you may
begin.

Paul Mountain Pinnacle West Cnpitd Corporation Director or IR

Thank you Christine. l would like to thank everyone for participating in t.his conference call and webcast to review our firstquarter 2015 earnings recent
developments and operating performance. Our speakers today will be our Chairman and CEO Don Brandt and our CFO Jim Hatfield. Jeff Guldner APSs Senior Vice
President of Public Policy and Mark Schiavoni APS's Chief Operating Officer are also here with us.

First l need to cover a few details with you. The slides that we will be using are available on our recently redesigned Investor Relations website along with our
Eamings Release and related information. Note that the slides contain reconciliations of certain nonGAAP financial information. Our website now allows you to sign
up for email alerts so I encourage you to register if you would like to receive automatic updates of our filings and news releases

Todays comments and our slides contain forwardlooking statements based on current expectations and the Company assumes no obligation Io update these
statements Because actual results may differ materially from expectations we caution you not to place undue reliance on these statements.

Our firstquarter Form I0Q was filed this mouing. Please refer to that document for forwardlooking statements cautionary language as well as the risk factors and
MD&A sections which identify risks and uncertainties that could cause actual results to differ materially from those contained in our disclosures.
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A replay of this call will be available shortly on our website for the next 30 days. It will also be available by telephone through May 8. I will now tum the call over to

Don.

Don Brandt Pinnacle West Capital Corporation Chairman & CEO

Thanks Paul. And thank you dl for joining us today. Despite mild weather were of? to another solid start this year Our operations are running well and preparing for

the summer peak. Palo Verde nuclear generating station continues to deliver excellent results arid is also preparing for the summer with Unit 3 in a planned refueling

outage that began Easter weekend.

Before Jim discusses the firstquarter results and Our updated financial outlook there are a few regulatory and strategic developments l'll update you on. First rate

design continues to be a priority for APS and it is so increasingly across the country. Weve seen progressive steps in other states as well as by our peer utilities here in

Arizona.

Salt River Project's Board approved a broad rate design change in February while Trico Sulphur Sprangs UniSource and TEP all filed for net meteringrelated

changes earlier this year. The steps each utility is taking varies but appropriately addressing the cost shift and aligning the fixed and variable cost discrepancy is a top

priority.

On April 2 APS asked the Arizona Corporation Commission to increase the grid access charge for future residential solar customers from $0.70 per kilowatt to $3 per

kilowatt or approximately $2l per month We've asked the ACC to have this effective August l. In its 2013 decision the ACC found that an interim monthly charge of

$3 per kilowatt was reasonable to cover the cost to operate and maintain the electric grid but decided to begin with a smaller charge of $0.70 per kilowatt and monitor

the issue. APS is simply asking the Commission to implement its 20 l3 decision.

I Our proposal would not fully resolve the cost shift but is rather intended to be an interim solution until the issue is more fully addressed in the next rate case or another

proceeding. RUCO agrees that this inter solution should be approved to help mitigate some of the cost ShiR before the issue can be dealt with more fully in a rate

case.

New solar customers would have the option of selecting an existing rate that includes a demand charge. Other components of the future of rate desigl would include use

of the demand charge on a broader scale and sending better price signals to customers by modifying the time of use rate structures.

Since 2013 rooftop solar has seen steady grovinh Now over 31000 customers in our service territory have a rooftop solar system installed This level of activity

reinforces our commitment to modernizing our grid and updating our pricing structures to give customers the platform they need to support the different types of energy

and services they want.

Our APS Solar Partner Program where APS will be installing arid owning rooftop solar on about 1500 homes equal to about 10 megawatts is now being rolled out.

Weve completed two of the three scheduled RFPs to select the Arizonab8sed companies that will be installing the systems. Arid weve begun soliciting customers on

the first group of feeders weve chosen for the program .

This innovative program allows us to partner with the Electric Power Research Institute to conduct research on maximizing the efficiency and effectiveness of

distributed solar generation and its interaction with the grid. In working with various stakeholder groups for this pilot including the Arizona Solar Deployment

Alliance which represents Arizonabased solar installers were helping Arizona maintain its solar leadership while ensuring our customers are served well.

Our utility scale program AZ Sun has two projects under construction in the Phoenix metro area that will bring that program to 170 megawatts. Those projects are
expected to be online this summer In fact our AZ Sun program has largely contributed to another strong shovnng by APS in Arizona in the Solar Electric Power

Associations annual utility solar rankings that were published this week APS was ranked in the top five in four categories including cumulative megawatts and annual

and cumulative interconnections.

The Ocotillo modernization project is an important investment to maintain reliability in the Valley and support the growth in renewable generation. We issued an RFP

in late January for the incremental capacity at our Ocotillo peaking facility equivalent to three of the live new units. Bids were received in March and have been
evaluated The RFP affirmed that APSs bid at the existing Ocotillo site is the most cost effective.

Additionally our analysis of the project which was reflected in the bid determined that it was optimal from a customer impact standpoint to have the project completed

in 2019 instead of20l 8. And Jim will discuss the financial implications of tllis change
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There are a couple of transmissionrelated items to update you on also. First we recently completed construction of what we call the Hang 2 line or the Hassayampa
North Gila #2 500KB transmission line. The project remains on schedule and is expected to be energized in the second quarter this year after testing and

commissioning of both the Hassayampa switch yard and the North Gila substation is complete.

In total, the ll2milelong line into Yuma required construction of 390 steel towers through some extremely difficult terrain. This is a very important project for our

Company to meet customers' energy needs in southwester Arizona

And second the Delaney Colorado transmission line decision is expected by the California ISO this Summcf. During the bidding collaboration period TransCanyon

and Southern California Edison submitted a joint proposal to the Cal ISO for this project. That replaces the individual bids both parties submitted in November of last

year. The collaboration brings together the experience expertise and proven track record each organization has in their respective states TransCanyon in Arizona and

Southern California Edison in California.

Let me conclude by saying that our focus will continue to be to make decisions and investments that position APS and Arizona for sustainable success in a changing

energy world. lll now tum thecall over to Jim.

Jim Hatfield Pinnacle West Caprlal Corporation CFO

Thank you Don. The topics I will cover today are outlined on slide 3 arid include a discussion of our firstquaner financial results an update on the Arizona economy

and a review of our financial outlook.

For the first quarter of20 I5, we reported eonsolidatd ongoing earnings of$l6.l million or $0. 14 per share compared with ongoing earnings of $15.8 million or $0. 14
per share for the first quarter of 20l4. Slide 4 outlines the variances in our quarterly ongoing earnings per share IlI highlight a few of the more significant drivers.

An increase in gross margin improved earnings by $0.07 per share. [ll cover the drivers of our gross margin variance on the next slide. Higher operations arid

maintenance expenses decreased earnings by $0.03 per share largely due to fossil generation plant outages.

Higher depreciation and arnortizatron expenses decreased earnings by $0.06 per share. This variance includes the absence of the 2014 Four Comers cost deferrals and

related 2015 amortization of the deferrals a.nd costs associated with the acquisition price.

! G&A expenses were also higher due to additional plant in service These higher costs were partially offset by the Palo Verde Unit 2 lease extension we announced in

July of last year. As included in our guidance G&A will be higher all year largely due to Four Comers.

Lower interest expense net of AFUDC benefited earnings by $0.04 per share. The decrease largely reflects reduced interest charges resulting from refinanced longterm

debt at a lower rate.

Tuming to slide 5 and the components of the net increase of $0.07 in our gross margin collectively the revenue adjustors continue to add incremental growth to our

gross margin as designed including the Four Comers rate change that went to effect on January l and contributed $0.06 per share. Offsetting Four Comers expenses
are included in the other drivers primarily D&A which I mentioned earlier.

The effect of weather variations increased earnings by $0.04 per share Although weather on both the 2015 and 2014 first quarters were less favorable than normal the

first quarter of 2015 benefited from an unseasonably warm March compared to the same month in 2014 While residential heating degree days a measure of the effects

of weather were 6% higher than last years first quarter heating degree days were 5 l% below normal l0year averages As a result weather negatively impacted 2015
first quarter by S006 per share compared with the historically normal conditions.

Lower usage by APS customers compared with the first quarter a year ago decreased quarterly results by $0.01 per share. Weathernormalized retail kilowatt hour sales

after the effects of energy efficiency programs customer conservation and distributed generation were down 0.8% in the first quarter of 2015 versus 2014. The

expiration of a longterm wholesale contract at the end of 2014 which is included in guidance lowered earnings by $0.02 per share. There will be a similar variance

each quarter this year.

As a reminder both the O&M and gross margin variances exclude expenses related to the renewable energy standard energy efficiency and similar regulatory

programs all of which are offset by comparable revenue amounts under the adjustment mechanisms. Also the impact of our noncontrolling interest for the Palo Verde

lease extensions are treated in a similar manner The drivers I discussed exclude these items as there was no net impact on firstquaner results.
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Slide 6 presents a look at the Arizona economy and our fundamental growth outlook Arizonas economy continues to grow much like it has the past several quarters.

Job growth in Arizona and the Phoenix metro area remain above the national average as they have for the past 15 quarters.

As seen on the lower righthand side of slide 6 Arizona added jobs at a 2.6% yearoveryear rate in the first quarter the fastest rate of job growth since Q4 2006.

Notably this job growth has occurred without relying on the construction sector Business services healthcare tourism and consumer services are the sectors with the

strongest job growth and highlight the diversity of Arizona's economy.

Additionally several sources have recently ranked tlle greater Phoenix area as one of the top places for small business and entrepreneurs. The environment for small

business startups is very strong. As I indicated before we believe the job growth we are seeing reflects the attractiveness of metro Phoenix and Arizona as a great place

to do business with excellent access to California arid other markets but with a much lower cost structure.

i
Of the 15 largest US metropolitan areas the Phoenix metro area ranked second in population growth in 2014. This healthy population and job growth IS providing

continued support for an improved real estate market.

As seen in the upper righthand side of slide 6 vacancy rates for commercial space continue to edge dover. And activity in these sector has picked up with 2.8 million

square foot of industrial space and 4.3 million square feet ofoffice space under construction in the first quarter of20l 5

Residential housing demand in metro Phoenix also continues to increase. As I mentioned on our last call the increase in demand is primarily being met by multifamily

development. Housing market permit activity can be seen in the panel at the lower left. We expect 2015 to be better than 2014 in terms of job growth income growth

consumer spending and absorption of residential and commercial vacancies and believe that these trends will translate into higher overall housing activity.

The future market share for apartments versus singlefamily homes remains a question and is largely dependent on the degree of strength in existing singlefamily

home markets. As you can see in the panel at the upper left existing home prices have recovered substantially from their recession lows and continue to increase year

over year Recovery in prices in rents reflects the continual absorption of vacant homes and apartments in metro Phoenix.
l

On balance we see signs of sustained improvement in our economic environment and continued recovery. We expect each successive year in the near term will be

stronger as we go forward

Reflecting the steady improvement in economy conditions APSs customer base grew l.2% compared with the first quarter of last year We expect this growth rate will

gradually accelerate in response to the economic growth trends I just discussed. importantly the longterm fundamentals that support future population job growth and

economic development in Arizona appear to be in place.

Finally I will review our earnings guidance and financial outlook. We continue to expect Pinnacle Wests consolidated ongoing earnings for 2015 will be in the range of

S3 75 to $3.95 per share. The rate adjustors and cost management remain important drivers. A complete list of factors arid assumptions underlying our guidance is

included on slide 7 which are unchanged from our last confirmation ofguidance

Looking ahead to 2015 debt issuance we plan to refinance a S300 million maturity in the second quarter and raise up to $325 million of additional longterm debt as

assumed in our guidance. Overall liquidity remains very strong. At the end of the first quarter the Parent Company had no shonterm debt outstanding and APS had
$45 million of commercial paper outstanding.

Included in the appendix to todays presentation are our updated capital expenditures and rate base slides. Based on our revised projections, the total CapEx for the

Ocotillo modernization project is now about $500 million which reflects a 2019 inservice date and a refined estimate from our previous total of S600 million to $700

million. Our rate base growth outlook is still 6% to 7%.

As we continue to refine our forecast we currently expect the equity component of the capital structure for APS will be approximately 54% at the end of this year.

Therefore we will not need to issue equity to support the capital structure for this rate cycle. We now forecast that we will not need additional equity until 2017 at the
earliest.

This concludes our prepared remarks. Operator we will now take questions.
Q U E S T I O N  A N D  A N S W E R

Operator
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(Operator Instructions)

Our first question comes from the line of Daniel Eggers with Credit Suisse. Please proceed with your question.

Daniel Eggers - Credi! Suisse Analyst

Good mouing guys. On the equity delay can you just walk through the math maybe help us to make sure we understand where the c h is coming in to let you push

that out and then what effect that may have on the math behind the rate case as far as what your equity issue is going to be.

Jim Hatf ie ld Pinnacle West Capital Corporation CFO

It will not affect the math on t l le equity issuance What  we have is really the ability to finance our capital structure within the 54% equity component through the

issuance of fixed income security.

Daniel Eggers Credit Suisse - Analyst

Are you guys going to use a layer of Parent level debt to substitute as equity at the utility or is it just the underlying cash flow?

Jim Hatf ie ld Pinnacle West Capital Corporation CFO

The underlying cash flow. We currently project that the equity component for ratemaking purposes at APS will be 54% at the end of the year, which is consistent with

the capital structure in our last case.

Daniel Eggers - Credit Suisse - Analyst'

And then probably given the likelihood of the ideal standout in the next case is 2017 just a place marker for a future rate case or is there some other reason why you

cant issue equity then"

Don Brandt Pinnacle Wes! Capital Corporation Chairman & CEO

Dan good question. Fd emphasize Jim's qualifier on 2017 at the earliest. No thats not a place holder for rate case at that point in time. And it probably would be if

there was equity in 2017 or beyond it would be to trueup the cap structure for rate case which conceivably could be beyond 2017 by maybe a year or two.

Do niel Eggs rs - Credit Suisse Analyst

Okay got it. And then on the rate base growth at Ocotillo coming later and less are there some other things that are filling in capitalwise we should be paying

attention to?

Ji m Hat f ield Pinnacle Wesf Capital Corporation CFO

We have obviously Four Comers. As we go out into the other years you have pickup in transmission and distribution spend for the most part.

Daniel Eggers - Credit Suisse Analyst

So you're comfortable backfilling for that delay?
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Jim Hatfield Pinnacle West Capital Corporation CFO

Yes We see real visibility into our rate base growth.

Daniel Eggers Credit Suisse - Analyst

Okay very good. And then just one last question on the net metering proposal change the fixed charge element. What does that do to the cost attractiveness of solar if

you guys were to go to that $2 la

I know that some of your peers in the state, the numbers theyve gone to have effectively shut down solar development Does yours have a similar impact or lesser so?

JdT Guldner Pinnacle West Capital Corporation SVP o./Publik Policy

Dan this is Jeff Guldner We obviously dont think it will One of the thing to consider with that is when we went to the $0.70 charge that was static. And there was

originally a proposal in the recommended order they were considering at the time that would step that up as installations continued and we continued to meet the

distributed energy carveout in the RPS.

And essentially if we would have followed that if that would have been adopted and we would have followed that we would be at the $3 charge So die challenge

right now is that when you dont adjust that charge and you've got no upfront incentives every time theres a cost reduction on the installed cost to solar were not able to

capture that. So we're paying too much today for the solar thats going in our territory

Daniel Eggers - Credit Suisse - Analyst

Okay got it Thank you guys.

|
I
I Operator

Our next question comes from the line of Ali Agha mth SunTrust. Please proceed with your question

Al i Agha - Sun Trust Robinson Humphrey - Analyst

Thank you. Good mouing. Jim just to understand the chronology of events as they take place you filed thus fixed charge increase I guess staff by the way came out

against lt. But m any case how do you anticipate the process playing out" Youve asked for this to be implemented by August.

Theres the rate design preceding going on and then theres the rate case that you will file I believe still next year. So can you just help me understand how all of these

things play out from here as you expect them to?

Jeff Guldner - Pinnacle West Capital Corporation SVP of Public Polity

Ali this is Jeff Guldner. The grid access charge was an interim step. So the filing that we made was fairly limited and it was within the context of the case that was

addressed in 2013. We stayed within that framework and went up to the level of a grid access charge that was supported in that decision which was the $3 a kilowatt

level.

All that is interim. All it does is when revenues are collected under that they go into a balancing account that reduces the amount of the cost shift. And that basically

offsets about 4 times the cost shih that were seeing today.

That's different from the structural rate design issues which is a more longterm issue. That we expect to be addressed in the rate case. And we expect there to be
continued discussions around rate design as we lead up ro the rate case.
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And youre also seeing now more debate around the region Californias got a proposed decision out. All those are talking about the longterm ways to address the cost
shitting issue. But that's very different from the grid access charge.

Theres an oral argument that will be heard in our case in June on June 12 and well get more visibility amer that oral argument as to how that case will proceed Staff is
recommending that nothing happen in a rate case but weve pointed out that whats happening is we're continuing to see that cost shih and its building up in front of that
next rate case. And without doing something like this youre not going to see the cost shih addressed until you come out of the next rate case.

Ali Agba Sun Tmsf Robinson Humphrey Analyst

Okay And so just to be clear on the rate design proceeding arid the timing of your rate case filing can you just remind us what time frame were looking at?

Jeff Guldner - Pinnacle West Capita! Corporation SVP of Public Policy

l

What were looking at right now is we would be beginning stakeholder outreach here in the summer working towards filing with a 2015 test year making the filing in
mid2016.

A li Agha - Sun Tmsr Robinson Humphrey Ardys!

Okay And then separately Jim l know the first quarter is obviously not the biggest quarter by far for you guys but when I look at the customer growth of l.2% and
the weathernormalized negative 0.8% both of those numbers have come down relative to what we were trending at the end of last year Any concern with that as
youre looking forward for the year?

Jim Hatfield Pinnacle West Capital Corporation - CFO

No.

Ali Agha Sun Tn4s1 Robinson Humphrey Analyst

Okay. So those are still anomalies in your mind.

Jim Hatfield Pinnacle West Capital Coiporadon CFO

I think with more multifamily homes in housing you have a longer lag between permits and actual customers. So we still believe the pipelines robust and welI hit
our numbers.

A li Agha Sun Tmsr Robinson Humphrey Analyst

And last question ~ now with the later need for equity issuance when we look at that 6% to 7% CAGR for rate base youve laid out for us what EPS growth rate
should we be thinking about that's supported with that kind of a CAGR?

Jim Hatfield Pinnacle West Capital Corporation CFO

As you know we havent talked specifically about earnings grovwh except you would expect it somewhere between rate base growth and dividend growth. Again 6%
to 7% to 5% would be your parameters.

Ali Agha - SunTru.s1 Robinson Humphrey - Analyst

Okay. Thank you.
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Operator
i

Our next question comes from the line of Michael Lapides with Goldman Sachs. Please proceed with your question.

Michael Lapides - Goldman Sachs - Analyst

Hey guys. Im a little confused. lm looking at your fourthquarter slide deck and lm looking at todays slide deck and Fm just looking at the capital spending levels

Todays 2015 estimate is down $30 million or $40 million 2016 is down almost $200 million 2017 is up about $30 million or $40 million.

Given thats a net decline in capital spending how do you maintain rate base growth? l understand youre going to have growth. How do you maintain the same growth

rate or a similar growth rate"

Jim Hatf ie ld -  Pinnacle WM Capital Corpomdon CFO

2014 dropped slightly so that's your starting point and you have Ocotillo pushed to 2018 and 2019. So all youve really done is changed t.he timing of your cash flows

on a yearoveryear basis. You end up at the same spot.

Michael Lapides Goldman Sachs Analyn

Meaning by 2019 you wind up at the same growth rate but its very backend loaded with Ocotillo. And the front end the threeyear growth rate is a lower growth rate

relative to the five year?

Jim Hatf ie ld - Pinnacle West Capital Corpamdon CFO

ColT¢ct.

Michael Lapides Goldman Saens - Analyst

Okay. l want to think about the rate case timing and cycle. When do you expect new rates to go into effect?

Don Brandt - Pinnacle West Capital Corpomuhn Chairman & CEO

We assumed again, getting a rate case done within that I2month window that weve been able to do that we were able to accomplish in 2011 and 2012 when we

actually did il in 10.5 months.

Michael Lapides Goldman Sachs - Analyst

So you would file mid2016-ish time same for mid2017 rates? Or something later than that? or earlier?

Don Brandt - Pinnacle West Capital Corpomdon - Chairman & CEO

Thats our planning assumption at the moment.

Michael Lapides - Goldman Saells - Analyst

Any chance you could stay out?
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Don Brandt Pinnacle West Capital Corpororion - Chairman & CEO

We'll certainly look at Mat we eam and where allowed ROEs are. But I think one key component of 2016 is redly addressing the cost shift. And so you'd have to look

at the pros and cons and the con would be youre not addressing the cost shift.

Michael Lapides - Goldman Sachs - Andys!
l

Got it. And then Don just a bigger picture question about Arizona and utility regulation If you had to look at the Commission today and some of the actions today

what do you think is different versus the lat three or four years two or three years in terms of goals directives focus areas for this Commission versus the last couple

years?

Don Brandt Pinnacle West Capital Corporation Chairman & CEO

lm not sure theres a dramatic dit*ierence think the Commission today is focused on the current environment and creating a sustainable energy fixture for Arizona and
working with us and the other utilities in a constructive fashion. Times change and the Commissions adapted to it. l think they're doing it in a very constructive way.

Michael Lapides Goldman Sachs - Analyst

Got it. Thank you, Don. Much appreciated.

Operator

Our nm question comes Hom the line of Brian Chin with Merrill Lynch. Please proceed with your question

Brian Chin 8ofA Merna Lynch Analyst

Hi good mouing. Given the Tesla battery announcement last night does lt make sense for APS ro propose a storage solution like the successful AZ Sun program?

What are some of the considerations around that? How do you think about that"

Mar k Schiavoni Pinnacle West Capital Corpomdan - COO

Brian its Mark Schiavoni. We do have as part of the 10megawatt program we talked about that we have a component in there of a little over 2 megawatts of storage

that were looking at as part of that. Were continuing to look at tlle technologies not just solar but also battery storage arid other technology that may help the grid

perform in the long term .

Brian Chin BofA Menlll Lynch Analyst

Got you. Thank you very much.

Operator

Our next question comes from the line of Michael Weinstein with UBS. Please proceed vvitll your question.

Michael Weinstein - UBS Analyst
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Hi guys If you look at the slide on PV residential applications its obvious that quarteroverquarter its a pretty large increase But sequentially if you look since July

its been similar numbers and l'm just wondering if you expect it to flatten out for the rest of the year or are we going to see that number continue to double with every

month?

Jim Hatfield Pinnacle West Capital Corporation CFO

I don't know that we could actually predict whats going to happen the rest of the year We certainly don't see any slowdown in residential rooftop in Arizona at this

point.

Mar k Schiavoni Pinnacle West Capital Corporattbn - C00

i

I

i
I

Yes Mark Schiavoni. I think that our application rate has gone up over time but it does not necessarily mean complete installation down the road. Thats what were

trying to better understand - will those applications actually tum into installations.

MichaelWeinstein UBS Analyst

And in the multi~family home versus singlefamily home category in that chart that you have on page 6 it looks like your prediction is for a big decline in multifamily

versus singlefamily. I'm just wondering what drives that and why do you think thats going to happen.

Jim Hatfield Pinnacle Wesl Capital Corporation CFO

If you look at home affordability right now you have very low interest rates and very high rents. That tells us that home building will begin again home buying will

continue to go up. And l think that would echo what the local home builders are also saying

Traffics up significantly. Rebates have stabilized And so we see that cycle beginning to pick up a bit.

Don Brandt Pinnacle Wen Capital Corporation Cndrman & CEO

Ill add l believe we talked about it on the second-quarter call last year in our discussions with home builders. theyre predicting and theyve got a pretty good plot of

the customer the potential home buyers that walked away from homes and foreclosures and bankruptcy And depending on what kind of financing they're using they

couldnt buy a home up until the point that bums off their credit rating. And they're expecting that bubble to occur in late 2015 arid going on into 2016 2017 again
depending on whether its conventional or FHA financing.

Michael Weinstein - UBS Analyst

And one find question. For the net metering fee increase what percentage of the actual cost shift in your latest calculation is that" In previous filings you talked about

maybe a $64 to $74 cost shift per month. lm just wondering what the latest numbers are.

Jim Hatfield Pinnacle West Capital Corporation CFO

That's essentially what you're seeing. So youre going to continue to see the ratemaking cost shift be around that $65 to $70 range This is going to mitigate a relatively

small proportion of that But right now within that framework thats the mitigation that weve got between now and the next rate case because the additional cost

shitting ifyoure going to pick that up is more than likely going to be in the context of a rate design change than a rate cae.

Michael Weinstein UBS Analyst

Okay thank you very much
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Operator

Our next question comes from the line of Shahriar Pourreza with Guggenheim Please proceed with your question.

Shahriar Pourreza - Citigroup - Analyst

Good mouing. Under the assumption that you get approval of the current fixed charge which is still obviously materially lower than what your real fixed costs are is

there an opportunity in the upcoming rate case to adjust the decoupler the partial decoupler to also include distributed generation and loss load?

JeffGuldner Pinnacle West Capital Corporation SVP of Public Policy

This is Jeff again The partial decoupler in there includes distributed energy right now. So what wed be looking at in the next case is how do we adjust that.

Our proposal would be to adjust that to pick up more of 1L make sure that were fully capturing it. Right now it doesnt pick up the full effect.

Shahriar Pourreu Cligroup - Analyst

Okay And that's in addition to the fixed cost that youre currently requesting

Jeff Guldner Pinnacle West Capitol Corporation SUP of Public Policy

Right. So if you change the fixed cost and the grid access charge right now it just credits that account. So it credits the revenues that come under that lost fixed cost

recovery mechanism is what its called .

If you go out into future case if you do rate design changes that changes the effect of the decoupler So if you're decoupling but youre recovering more fixed costs,

your variable costs are what drives the coupling mechanism those would be lower

Shahriar Pourreza Cidgraup Analyst

Got it thats helpful. And then on the l0megawatt distributed generation program you have can you Just remind us what the waiting list is or how much it was

oversubscribed?.
i

Mark Schiavoni - Pinnacle West Capital Corporation COO

This is Mark. Right now were in a process of looking and vetting various customers that are going to be potential for this program If you recall part of the program

was technology and we want to look at it from an operational side as well.

Weve been going through the selection process on our feeders which ones we want to address Weve starting to get in contact with customers a little over 3000

customers that weve reached out to for potential subscription

The last hurdle we have is working through our inverters arid getting a UL listed inverter for this system and we expect that in the next month or so. From an actual

subscription we're just in initial phases We have about 3000 were addressing currently.

Shahriar Pourreza - Citigroup Analyst

Got it. And then just on the PV application I know its a little preliminary but do have you the April data?

Don Bra not - Pinnacle West Capital Corporation Chairman & CEO
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No have not seen n yet.

Shahriar Pourrem - Citigroup Analyst

iThanks so much.

Operator

Our next question comes iiom the line of Charles Fishman with Morningstar Please proceed with your question.

Charles Fishman - Mondngstar Analyst

Thank you. Don I was wondering if I could go back to a comment you made as part of your opening comments. When you said l believe you said that the ultimate
solution of the cost sharing between solar and nonsolar customers is a broader use of a demand charge. And l was just curious what your technical capability is of that.

I would assume dl your industrial customers have demand meters. What percentage of your commercial customers have demand meters" And Im assuming very few if
any of your residential customers have demand meters since l don't believe youve had a smart meter installation program to date. Could you address that"

Don Brandt Pinnacle West Caped Corporation - Chdnnan & CEO

Actually lll start with the last first We've had one of the largest smart meter deployments in the nation on a per customer We have all but a small fraction of our
residential customers on smart meters.

I Charles Fishman Mondngstar Analyst

Do those have demand are you able to measure demand with those"

Don Brandt Pinnacle West Capital Corporation Chairman & CEO

Yes. Metering is not an issue. And I think 99.9% of commercial customers have demandreading meters also.

Charles Fishman Morningstar Andysl

So really from a technical standpoint youre ready to go it's just getting the regulators to see the light.

Don Brandt Pinnacle West Capital Corporation Cnoirman & CEO

Not the way ld say it but the metering will not be an issue

Don Brandt Pinnacle Wen Capita! Corporation Chairman & CEO

Charles we also have over 100000 customers on really a demand charge now residential. So we probably have one of the largest deployment of residential demand
in the country.

Don Bra ndt Pinnacle West Capital Corporation Chairman & CEO
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I think it's like I 10000 customers we on that.l believe were one of only two utilities in the nation that had a demand rate for residential customers before recent times.

Charles Fishman - Morningstar Analyst

I think your smart meter deployment was so long ago l forgot about it. You were one of the first.

Don Bra ndt Pinnacle West Capital Corporation Chairman& CEO

I believe thats correct.

Charles Fishman Morningstar Analyst

Okay thank you

l
l

Operator

Our next question comes from Daniel Eggers with Credit Suisse. Please proceed with your question.

Do niel Eggers Credit Suisse - Analyst

.lust circling back on a couple things first of all as you think about the discussion process of stakeholders on the next rate case filing is there going to be anything

regulatory designwise Mat you guys are going to look to test out if more forward-looking mechanism more clauses? Is there anything we should be thinking about

maybe getting put into the next case?

Jeff Culdner Pinnacle West Capital Corporation SVP 0/Public Policy

i Dan this is Jeff We always look at both Mats happened around the country and what other mechanisms are working. Just remember in some of the post test year

plant adjustments and other things that the Commission staff RUCO and others here have been very forwardlooking with havebeen very effective in terms of actually

bringing more certainty than in some cases you would get with a future testyear where you start looking at predictions.

So we're able to do really well I think in catching those mechanisms up to plant at the end of the conclusion of a rate case But obviously we continue to look at that

And thats pan of Mae process with stakeholder dialogue to see what kind of engagement we get from stakeholders on things like that.

Daniel Eggers Credit Suisse -Analyst

Okay And then the other question, Don what's going on maybe in the solar market for these other territories where theyve raise the fixed charges a lot? Is it really

shutting down solar as some of the stories have said or are people getting a little more creative?

Don Brandt - Pinnacle West Capital( Corporation Chairman & CEO

l don't know much about ot.hers territories other tl an what l read in the paper on that here locally But shortly after the SRP decision which shifted iiom lll say the
conventional metering protocol to more demand based there was an article in our local paper and Jim or Paul could shoot you the link to that about some of the

local installers who I know from my conversations with them knew long term the current construct was not sustainable. And they came back.

Theyre looking at using batteries to install in customers homes along with solar to be able to shift the solar production from maybe midday just a few hours to cover

the real peak hours which is the issue we have. The reality Is that solar productions more towards the midday and diminishes significantly by about 4 o'clock. Our

actual peak and the peak in the area - so it would be the same for a solar project is typically in the 4:30 to 7;30 time frame Mark can probably add a little more to

the technical side of that.

14

THOMSON REUTERS STREETEVENTS | www.streetevents.com | Contact Us

THOMSON REUTERS
I 11:1°0
°J:  ?" c
2° .:....x . : 2e'o;3:: .e . . .  1

82015 Thomson Reuters Al l  rights reserved Republ ication or redrstnbuuon cl  Thomson Reuters content nciudrng by framing or armalar means is
prohibited without the poor wri tten consent of Thomson Reuters Thomson Reuters and the Thomson Reuters Iago are registered trademarks at
Thomson Reuters and As affi l iated companies K-ACC00027

Page 14 of 17



MAY 01, 2015 / 04:00PM GMT, PNW - Q1 2015 Pinnacle West Capital Corp Earnings Call

Mark Schiavoni Pinnacle West Capital Corporation COO

Don stated it correctly. With the solar inslallations being mostly southward facing to maximize the advantage they have over the current rates and that metering
program Thats why our pilot has been so important is to look at these 10 megawatts that were putting on roofs. Were using westward facing to better understand our
distribution system operations going forward to enable all of the technologies that we may be looking at in the future

Daniel Eggers - Credit Suisse Analyst

Whats the effect on utilization when they go from west to south total productivity of the solar panel?I

Mark Schiavoni Pinnacle West Capird Corporaubn - COO

What everybodys heard about is the duck curve That duck curve is lessened depending on the size or how much you have in that direction. But you can gain about

20% from a production standpoint if you face it westward versus southward .

Jeff Guldner - Pinnacle West Capital Corporation - SVP of Public Policy

But the challenge then is that customer they're losing 20% of the energy production which is the credit in that metering. And theres no price signal given to shift it to
later in the day for capacity value.

DoNiel Eggers Credo? Suisse - Analyst

Okay. Thank you guys.

Operator

Our next question comes from the line of Kevin Fallon with SIR Capital Management Please proceed with your question

Kevin Fallon SIR Caprlal Management Analyst

Hi I just wanted to go back over the timing of the equity is equity off the table for the upcoming rate case and wouldn't be in play until the following rate case after
that? Is that what youre saying"

Jim Hatfield Pinnacle West Capital Corporation - CFO

What were saying is based on where we believe the ratemaking capital structure will be at year end for APS its at approximately 54% which is consiment with the

equity of our last case. Therefore the premise that we need to issue equity to support this capital structure has changed.

Couple of factors One is moving Ocotillo out changes our cash flows so we dont need to issue equity until 2017 at the earliest. And then in that case it would really

not be tied to a rate case as much as it would be tied to a source of capital to maintain our rating.

Kevin Fallon SIR Capital Management Analyst

Assuming you're going to file in 2016 would 2015 be the test year?

Jim Hatfield Pinnacle West Capital Corporation CFO
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Correct.

Kevin Fallon - SIR Capital Management - Analyst

Okay. So for that rate case at the end of the year you would be equal to what you've had in the last rate case in terms of equity ratio so you wouldnt need to issue
equity to be in compliance with that if thats the same equity ratio you're going to seek.

Jim Hatfield - Pinnacle West Capital Corpomdon - CFO

Yes that's correct.

Kevin Fallon SIR Capital Manalgement Analyst

Okay And the other question just in terms of weathernormalized sales its just been so volatile quarter to quarter. Could you give a little bit more color in terms of
how things are going?

Jim Hatfield Pin fade West Capital Corpomdon CFO

We think were going to hit our forecast for the year which is slightly positive sales grovnh and customer growth around 2. We see a pipeline certainly in the multi

thmily. And believe based on what were seeing in terms of oil prices arid talking to local builders that there will be a pickup in activity later this year that will be

reflected in arid is incorporated in our forecast.

Kevin I wouldnt wons. The first quarter is a shoulder quarter Were really going to look to second and third quarter and see is there any trends here that we need to
adjust to. So I think its wait and see in terms of the volatility.

Kevin Fallon SIR Capital Management Analyst

Do you think that theres some anomaly in terms of the weather normalization and the fact that you guys are so thirdquarter driven in terms of results that that may
give a little bit more volatility than the actual underlying? Is that where you see things?

Jim Hatfield - Pinnacle West Capital Corpomdon CFO

Yes think you always see that in the first and fourth quarters where any anomaly in weather has such a big impact on what we consider normal that we tend to look
at the second and third quarter as more trends than the first and fourth Which is consistent with a lot of our numbers in the first arid fourth quarter

Kevin Fallon SIR Capital Management Analyst

Okay. Thank you very much.

Operator

Mr. Mountain we have no further questions at this time I would now like to tum the floor back over to you for closing comments.

Paul Mountain Pinnacle Wen Capital Corporation Director or IR

Thank you. Thanks for joining us today That concludes our call.
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1Operator

Ladies and gentlemen this does conclude todays teleconference. You may disconnect your lines at this time Thank you for your participation and have a wonderful

day.
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PRESENTATION

Operator

Greetings and welcome to the Pinnacle West Capital Corporation 2015 secondquarter earnings conference call
I

(Operator instructions)

As a reminder this conference is being recorded. It is now my pleasure to introduce your host Paul Mountain Director of Investor Relations for Pinnacle West Capital

Corporation. Thank you Mr Mountain you may begin

Paul Mountain Pinnacle West Capita! Corporation Director aflR

Thank you Jerry I would like to thank everyone for participating in this conference call and webcast to review our secondquarter 2015 earnings recent developments

and operating performance. Our speakers today will be our Chairman and CEO, Don Brandt and our CFO Jim Hatfield. Jeff Guldner APSs Senior Vice President of
Public Policy and Mark Schiavoni APSs Chief Operating Officer are also here with us

First I need to cover a few details with you. The slides that we will using are available on our Investor Relations website along with our earnings release and related

information. Note that the slides contain reconciliations of certain nonGAAP financial information. Todays comments and our slides contain forwardlooking

statements based on current expectations and the Company assumes no obligation to update these statements. Because actual results may differ materially from

expectations we caution you not to place undue reliance on these statements.

Our secondquarter Form I0Q was filed this mouing. Please refer to that document for forwardlooking statements cautionary language as well as the risk factors and

MD&A sections which identify risks and uncertainties that could cause actual results to differ materially from those the contained in our disclosures. A replay of this
call will be available shortly on our website and lt will also be available by telephone through August 6 lll now tum the call over to Don
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Don Brandt Pinnacle West Capital Corporation - Chairman & CEO

Thanks Paul and thank you all for joining us today. Before Jim discusses the secondquarter results and our updated financial outlook I' ll provide a few operational

and regulatory developments. Our operations continued to be strong this summer despite a couple of shortlived but powerful storms here in Arizona. On the regulatory

front we are focused on rate modernization and exploring technologies that may improve customer options while maintaining the reliability of our system.

The Palo Verde Nuclear Generating Station had a solid first half of the year in early May Palo Verde completed the Unit 3 planned refueling outage in less than 30

days. This is the third time that Palo Verde has completed a planned outage in less than 30 days and the first time for Unit 3.

We have two transmission projects to update you on. First as we call it Hang 2 or the Hassayampa to North Gila 2 line a 500 KV transmission line was energized in

late May as we planned. This l l2mile line is an important project for reliability in southwest Arizona.

Second the Cal ISO announced the winner of the bidding process for the Delaney to Colorado River transmission line earlier this month. Our bid submitted by

TransCanyon was not selected. The winning bid was cited by the Cal [SO as having the lowest revenue requirement of the five bids received We are analyzing the
process to inform our bids on other projects but we were comfortable with the discipline our team demonstrated on the DCR bid We did not have CapEx for this

project in our projections. We will continue to pursue transmission development opportunities in the Western United States consistent with our strategy and look

forward to tincture successes with this team and our counterparts at Bl[E US transmission.

Solar also continues to be an important area of investment and research Our utility scale program AZ Sun h8s two l0megawatt projects in the Phoenix metropolitan

area that are expected online in the third quarter. These two projects will bring the program total to 170 megawatts Our APS solar partner program where APS will be

installing and owning residential rooftop solar on 1500 homes equal to 10 megawatts is now being rolled out. We had our first installation earlier this month

completed by one of the local Arizona .installers who is also a member of the Arizona Solar Deployment Alliance.

Our teamcontinues to sign up customers on the selected feeders weve chosen for this program. This innovative program allows us to conduct research in collaboration

with EPRI the Electric Power Research Institute on maximizing the efficiency and effectiveness of distributed solar generation and its interaction with the grid. Our

understanding in this area will .better inform our efforts to create a modernized rate structure tailored to our customers energy needs.

On a related note we are in the early stages of a 200home rate study intended to provide insights on how solar storage and other technologies interact Mth demand

rates aimed at reducing electricity used during peak periods. Similar to our l0megawatt program. we vvll work with local Arizona installers on this program APS will

own 75 of the systems while another 125 systems will be customerowned with those customers receiving an incentive for their participation in the research project.

This is an exciting new program that will allow us to realize several benefits. First customers can take charge of their energy envelope by learning how to manage their

energy use during peak times. Next local installers can remain viable in our economy and evolve as the market and new technologies evolve And hereat APS we can

better team how to manage these advanced technologies and the demands they place on our system all of which will enable us to continue to safely provide our

customers with the reliable electricity theyve come to expect

Both of these programs are leading edge in our industry and will be the first time a utility has had full control of a large number of advanced inverters in the field to

perform testing. APS is partnering with several providers to drive this technology in a direction that makes it easier to integrate and results in greater benefits for both

customers and grid reliability On a related note in the recent JD Power residential survey APS improved its score in all six of the studys categories and ranked in the

top quartile among 54 large investor~owned utilities.

On the regulatory front were focused on advocating for rate modernization and laying the groundwork for Our rate case filing which we still expect to file next year

Rate design continues to be an important priority across the country Other Arizona utilities have made filings to modernize their rates and California has taken steps to
begin modernizing their rate structure UniSource Electric followed a rate application on May 5 which includes several proposed changes to rate design in line with

what we have advocated for and similar to what Salt River Project implemented this past spring. Tucson Electric arid Trico are expected to file a rate application later

this year so both of them recently withdrew their net metering specific filings.

The proceedings at each of these companies MII be interesting to monitor however our grid access charge filing is based on a precedent we have from the 2013 net

metering decision. Since then we have seen steady growth in rooftop solar applications and installations with May and June showing record levels Our proposal would

not fully resolve the cost shift but rather is intended to be an interim solution until the issue is more fully addressed in the next rate case. Other components of the
future rate design would include use of the demand charge on a broader scale and sending better price signals to customers by modifying the time of use rate structure.
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Let me conclude by saying we're excited about the opportunities ahead for our customers our employees and our shareholders. We have a clear investment plan which

gives me confidence in our rate base growth. Given the unique strength of our balance sheet we are wellpositioned to execute on our plan and also return capital to

shareholders in a predictable and sustainable manner. Ill now tum the call over to Jim.

Jim Hatfield - Pinnacle West Capzlal Corporation CFO

Thank you Don. The topics I will cover today include a discussion of our secondquarter financial results an update on the Arizona economy and a review of our

financial outlook. Slide 3 summarizes our GAAP net income arid ongoing earnings. For the second quarter of 2015 we reported consolidated ongoing earnings of $l23

million or Sl .10 per share compared with ongoing earnings of$l32 million or $l.l9 per share for the second quarter of 2014.

Slide 4 outlines the variances in our quarterly ongoing earnings per share Ill highlight a few of the more significant drivers. Lower gross margin decreased earnings by

$0.02 per share. I'll cover the drivers of our gross margin variance on the next slide. Higher depreciation and amortization expenses decreased earnings by $0.07 per

share. Similar to the first quarter this variance includes the absence of the 2014 Four Comers cost deferrals and related 2015 amortization of the defenals and costs

associated with the acquisition price.

D&A expenses were also higher due to additional plant in service. Lower interest expense net of AFUDC benefited earnings by $0.04 per share. The decrease largely

reflects reduced interest charges resulting from refinancing longterm debt at a lower rate. There is not an operations and maintenance expense variance on this slide

since it is flat yearoveryear as higher generation expenses primarily due to the effects of planned maintenance were offset by lower employee benefit costs.

Tuming to slide 5 Pll cover a few of the key components of net decrease of $0.02 in our gross margin. Weathernormalized retail kilowatt hour sales after the effects of

energy efficiency customer conservation, and distributed generation increased 0.3% in the second quarter of 2015 versus 2014 although the earnings impact was

immaterial Collectively the adjuster mechanisms continued to add incremental growth to our gross margin as designed contributing SO 10 per share primarily to the

Four Comers adjuster that went into effect on January l. Offsetting Four Comets expenses are included in the other drivers primarily D&A which I mentioned earlier.

The etTect of weather variations decreased earnings by $0.06 per share. This years second quarter was milder or less favorable than normal while the second quarter of

2014 was warmer or more favorable compared to normal conditions In total for the quarter cooling degree days on an 80degee base were on par MM normal

conditions but this one statistic does not do justice to the variance in daily weather we experienced throughout the quarter In particular the entire month of May and

the first half of lune were quite mild followed by a snap to high temperatures in the second half of June

I

While we saw usage behavior very much in line with expectations once the hot weather amved in midJune prior to that period weathersensitive usage remained well

below where our models would have predicted an indication that our customers took advantage of the mild conditions to essentially not use much air conditioning at

all With 21 days in May below 95 degrees for the high temperature and most overnight lows in the low 70s or 60s the typical heat buildup we would expect to see did

not materialize and allowed customers to ignore a handtiil of warm days that did occur during the month The net effect of lower transmission revenues decreased

quarterly results by $0.04 driven by a formula rate trueup in the second quarter of this year included in our annual filing in May. We anticipate transmission revenues

will be a positive driver for the full year

As a reminder both the O&M and gross margin variances exclude expenses related to the renewable energy standard. Energy efficiency and similar regulatory

programs all of which are offset by comparable revenue amounts under adjustment mechanisms. Also the impacts of our noncontrolling interest for the Palo Verde

lease extensions are treated in a similar manner The drivers I discussed exclude these items so there was no net impact on secondquarter results.

Slide 6 presents a look at the Arizona economy and our fundamental growth outlook. Arizonas economy continues to grow much like it has in the past several

quarters. Job growth in the second quarter in Arizona in the Phoenix Metro area remain data were above the national average as they have for 14 of the last 16 quarters.
As seen in the lower righthand side of slide 6 Arizona added jobs at a 2.2% yearoveryear rate For the first six months of 2015 Arizona has added jobs at the fastest

rate since the first half of 2007

As I've mentioned before business services healthcare tourism and consumer services are the sectors with the strongest job growth. Each of these sectors is adding

jobs at a rate of between 3% and 7% over the prior year and is helping to fuel continued demand for office and retail space in metro Phoenix and elsewhere Absorption

of vacant office space in Metro Phoenix has averaged between 2 million arid 3 million square feet per year since 201 l and similarly absorption of vacant retail space

has mn at about 2 million square feet per year. As seen in the upper righthand side of slide 6 vacancy rates in these sectors continue to work their way down from their
highs in 2010 and new investment activity in these sectors has picked up. Almost 4 million square feet of office space is currently under construction virtually all of

which is scheduled to come online in late 2015 or 2016.
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A multibuilding development by State Farm Insurance at Tempe Town Lake accounts for half of this activity. At only half a million square feet retail construction can

be considered soft at the moment but with the vacancy rate below 8% in several subregions within the metro area and strengthening singlefamily home market we

expect retail construction to accelerate in the coming quarters.

Finally 8 l have described before the industrial building sector remains a source of strength for the Valley. Over the last couple of years. the amount of new industrial

space added to the market has ranged from 4 million to 8 million square feet per year all of which has been absorbed. At ll% the industrial vacancy rate is at its lowest

level since the beginning of 2008 Only 2 million square feet of industrial space is under construction currently so we fully expect industrial vacancies to continue to

decline and motivate additional construction in the coming quarters.

Tuming to the residential sector metro Phoenix housing permits were relatively flat for the first six months of 2015 on a yearoveryear basis. However there were

some sizable shift between the singlefamily and multifamily sectors. Singlefamily sales and permit activity were up about 35% over the prior year while new

development in the apartment sector slowed considerably. Our expectation for yearend housing market permit activity can be seen in the panel at lower left.i
i

The dynamics we are seeing in the residential housing market today are influenced by incredibly tight vacancy levels in apartments rapidly increasing employment

rental rates continued low interest rates maintaining a higher level of singlefamily home affordability arid the expiration of the mortgage blackout period for the first

substantial wave of foreclosed homeowners Back in 2008 37000 homeowners lost their homes to foreclosure in metro Phoenix alone. In 2009 43000 homes were

foreclosed upon. Acer seven years these families will now have much more accessibility to owning a home while homes remain quite affordable

In addition to the favorable trends in job growth and the prospects for new construction Arizona consumers are also participating in the recovery. Red consumer

spending on retail and restaurant and bar sales increased by l 0% in the second quarter the best rate in 10 years. Purchases were led by home and garden sector and new

auto sales. Steady income growth improving consumer confidence and lower gas prices are all contributors to this most recent surge

In summary we can see continued healthy job growth especially in certain sectors providing the momentum for absorption of commercisd space in vacant housing

which in tum is providing for an environment of increased investment and new development. As l have mentioned before Arizona arid metro Phoenix remain attractive

places to live and do business especially as it is positioned relative to the highcost California market. We expect 2015 to be better than 2014 in terms of job growth

income growth consumer spending arid new construction. Reflecting the steady improvement in economic conditions APSs retail customer base grew l.2% compared

with the second quarter last year. We expect that this growth rate will gradually accelerate in response to the economic growth trends l just discussed importantly the

longterm fundamentals supporting future population job growth and economic development lll Arizona appear to be in place.

Slide 7 outlines our financing activities. Our balance sheet continues to be one of the strongest in the industry We are now rated Aminus or better at all three rating

agencies. In May Fitch announced its upgrade to APSs senior unsecured rating to A from Amlnus as well as similar upgrades to Pinnacle West and APSs corporate

credit rating Additionally in June Moodys upgraded APSs senior unsecured and corporate ratings to A2 and Pinnacle West's corporate credit rating to A3. In

connection with these rating actions the rating agencies cited the Company's strong financial and credit profile as well as increasingly constructive and supportive

regulatory environment in Arizona.

In terms of our recent financings on May 19 APS issued $300 million of I0year 3.l5% senior unsecured notes. The proceeds from this sale were used to refinance

the $300 million 4.65% May maturity. Also in May APS purchased all $32 million of the Maricopa County 2009 Series B Pollution Control Bonds which we may later

remarket Overall liquidity remains very strong At the end of the second quarter the parent Company had no shortterm debt outstanding and APS had $158 million

of commercial paper outstanding.

Finally l will review our eaming guidance and financial outlook. We continued to expect Pinnacle West's consolidated ongoing earnings for 2015 will be in tlle range

of $3.75 to $3.95 per share. A complete list of factors and assumptions underlying our guidance is included on slide 8. The adjuster mechanisms and cost management

remain important drivers particularly in the second half of the year.

We have maintained our earnings per share guidance but adjusted certain line items primarily due to what we have realized ye8rto-date for gross margin aild interest

savings while moving planned coal unit outage from 20lS into 2016. Our guidance assumes normal weather. Our rate base growth outlook remains 6% to 7% through

2018 and we continue to forecast that we will not need additional equity until 2017 at the earliest. This concludes our prepared remarks. Operator we'll now take

questions.
QUESTION AND ANSWER

Operator
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(Operator Instructions)

Shahriar Pourreza Guggenheim Partners

Shahdar Pourreza Guggenhebn Partners AnaIvs1

On the rate design changes that youre seeking how should we think about that from a timing perspective with a potential filing for GRC next year" And is there an

opportunity to reach a conclusion with the rate design prior to you filing?

Jeff Guldner Pinnacle West Capital Corporation APSSVP ofPublh Policy

This is Jeff So part of the discussion that has happened out here is when you make a more structural change in rate design Io be more sustainable you do that in a
general rate case filing. And so that would be part os normally you go through revenue requirement phase and then rate design is the second phase of the filing. And so

I think that's what we're expecting to happen right now.

Operator

l

Dan Eggers Credit Suisse l

Dan Eggers - Credit Suisse - Analyst

On tl1 e housing outlook and the home builders have been pretty constructive on the Phoenix market what do you think is the followthrough if you look at whats

queueing up for this year and for next year? Is that having an effect on moving up the distribution CapEx for next year just you're seeing more pull through or whats

the linkage of those two right novi/?

Jim Hatfield Pinnacle West Capital Coiporadon - CFO

I
I Were not Dan seeing a big increase in distribution spend currently as we are queuing up for the market but keep in mind that there are lots out there that are already

improved meaning they have basic services already installed. We think that the beginning of the customer growth will take relatively less capital although as tlle

inventory builds we will have to move up distribution capital and hope to capture as much of that in the next rate case as we can.

Dan Eggers Credit Suiivse - Analyst

Okay. And on guidance for this year thats taking that's excluding the $0.09 of negative weather that you have incurred this year Is that correct"

Jim Hatfield - Pinnacle West Caphal Corponadon - CFO

In terms of the guidance for this year l really see four key elements of driving growth in the second half First of all our adjuster mechanisms so well see a higher

benefit yearover-year from LFCR. Obviously Four Comers came in this year Arizona Sun as we complete projects in metro Phoenix and then the TCA will be
higher as we look toward accruing a FYI6 filing. We expect to see positive usage in the second half year over year

We are as I said in my remarks we have moved a fossil outage so we expect O&M to be down as we have less planned maintenance in the fossil fleet this year. And

then we expect the interest savings to continue throughout the year. So thats really whats driving the second half of the year in terms of weather ld say this. If you

remember 201 l we were $30 million other under on weather in the second quarter. We reduced guidance and we made it all back in the third quarter So weather is

what it is. We'll continue to manage those factors I just mentioned.

Dan Eggers - CMM Suisse Analyst
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Okay. Got it. Jim can you explain the transmission adjustment the $0.04 negative" What caused that trueup to go negative on you this year?

Jim Hatfield - Pinnacle West Caphal Cvrporadon CFO

Well I think if you remember as we file every year at FERC we plan what the next fiscal year is and we canaccruing that increase as were eaming it throughout the

year. The big issue in the May true up was really the late passage of the deferred tax which reduced rate base and reduced our ask so that was a catchup adjustment.
Every year we've had catchup adjustments most of the time theyre very minimal This just happened to be a bigger adjustment than we normally have.

Dan Eggers Credit Suisse Analyst

Okay Very good. Thank you guys.

Operator

Julien DumoulinSmith UBS.

Juliet DumoulinSmith UBS-Analyst

l suppose first question just in terms of the grid access charge what kind of a decision are we looking for here? Are we going to get tangible numbers?

JolT Guldner Pinnacle Wesl Capital Corporation APS SVP ofPublie Policy

I
l

Julian this is .lets The next step in that proceeding is going to be a recommended opinion order from the administrative law judge. And the issue thats teed up right

now is procedural. So its do we move forward with a substantive proceeding on Increasing the grid access charge from Ls current level or do we wan until the next rate

case and do lt through rate design" And so we havent seen were expecting it soon but we havent seen anything yet from the judge

Juliet DumoulinSmith - UBS Analyst

Got it. All right. Excellent. And second moving back to transmission here for a second ld be curious what kind of complementary opportunities do you see this latest

largescale line back to California as well 8 can you elaborate a little bit more on the other opponunitres inside the context of your partnership here in the Western US

that youre evaluating°

Jim Hatfield Pinnacle Wen Capital Corporation - CFO

I would comment on pipeline in terms of Our partnership nth Berkshire. Much like DCR which were very disappointed we didnt win alter working four years on that

development on that subject I would say that us arid our partners are very proud of our disciplined approach but theres other opportunities in the pipeline much like

DCR DCR was an economic project. Much of the other were pursuing at this point will be reliability type projects. And so l would say our parurership continues and

were pursuing other types of transactions.

Julien DumoulinSmitb - UBS-Analyst

Got it. Are there any complementary opportunities arising out of DCR"

Jim Hatfield Pinnacle West Capital Corporation - CFO

Not for us. No.

7

THOMSON REUTERS STREETEVENTS | www.streetevents.com | Contact Us

THOMSON REUTERS

. .. g , 1u ...¢u01. .ng
e.; : .. . . . I . Qn g . . . . 1. . .  •. .

o 2015 Thomson Reuters Al l  nghte reserved Republ ication or remstnnuuon of Thomson Reuters content mcludmg by tramang or eemulsr means is
prohiMted wi thout the poor wnttsn consent of Thomson Reuters Thomson Reuters ana the Thomson Reuters logo are regsstenao l racsmarks of
Thomson Reuters and i ts affi l iated companies K-ACC00028

Page 7 of 15



JULY 30, 2015 / 04:00PM GMT, PNW - Q2 2015 Pinnacle West Capital Corp Earnings Call

lJulien Dumoulin-Smith UBSAnalys t

Okay Great. And then lastly on the solar front you all have obviously had a pilot going on for a little bit here ld be curious either outside of the context for a rate

case or in the context of the subsequent rate case is there a thought to scaling up your pilot to a full-scale deployment of a rooftop program at APS?

Don Brandt Pinnacle West Capital Corponmion Chairman & CEO

Well be looking at that as this pilot program folds out over the neon couple months Certainly a potential opportunity

Juliet Dumoulin~Smith UBSAnalyst

Got it. Although presumably that would necessarily need to be addressed in any more formal filing? in the rate case?

Don Brandt Pinnacle We! Capital Corporation Chairman & CEO

Not necessarily Well get to that when we get to it
I

Julien DumoulinSmith UBSAnalyst

Okay. All right. I won't belabor the point. Thank you very much.

Operator

Greg Gordon Evercore IS.

Greg Gordon Evercore ISI Analyst

A couple of my questions have been answered I just had a few more. I just wanted the to get a clarification the earnings guidance. Dan asked a question Eggers asked

the question on earnings guidance Your earnings guidance reflects whats happened with the weather yearto~date and you still expect to be inside your guidance

range correct?

Jim Hatfield Pin fade West Capital Corporation CFO

Correct.

Greg Gordon - Evercon ISI - Analyst

Okay. The second question was just looking at the detailed slide on page 16 of your CapEx forecast it moves around every quarter and rts moved around a little bit

again this quarter and distribution CapEx has moved and traditional generation CapEx has moved up a bit in 2016. Can you comment M to lm sorry distribution has

moved up and generation has moved down a bit Can you comment on whether thats a pull forward or whether thats other factors"

Jim Hatfield Pinnacle West Capital Corpomdon CFO

Distribution we pulled about a few million dollars from distribution into 2016 from 2017 and with the Ocotillo being delayed a year we pushed back a little

generation to 2017. All in all I think if you look and those dl up t.he projection for the three years has not changed. Its really been cash flow between years.

Greg Gordon Evereore ISI Analyst
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i

Right Great. And then on cost profile notwithstanding just the deferral of an outage into next year from this year you still have a bunch of programs in place to try to

keep O&M flat relative to kilowatt hour sales growth Correct? So if you were to have some fluctuation either up or down in expected economic demand for power you

feel like you have the ability to flex your O&M to maintain your margins?

l

Don Brandt - Pinnacle West Capital Corporation Chairman & CEO

Y e s  w e  d o  G r e g .

Greg Gordon - Evercore IS - Analyst

I
|

And then finally going into next year arid up until the next base rate case is finalized you still do have some significant cost saves that youll be able to capture from

the Palo Verde lease refinancing, correct"

Jim Hatfield - Pinnacle West Capital Corporation CFO

Right.

Greg Gordon - Evercore ISI -Analyst

Okay. Thank you very much.

Operator

Charles Fishman Morningstar.

Charles Fishman - Morningstar - Analyst

Don you mentioned the UNS Tucson filing How good of a proxy is that for any kind of change in rate design? As far as similarities of solar penetration and things
like that?

Don Brandt - Pinnacle West Capital Corporation Chairman & CEO

I dont think its a very good proxy. Their service territories are very much different. The sources of generation and traditionally the rate design has been significantly

different in Tucson than across APS. Jeff may be able to add a little more color to that.

Jeff Guldncr Pinnacle West Capital Corporation APS SVP ofPubllb Policy

Charles this is Jeff Remember we've got about half our customers on time use rates and were also one of the only utilities in the country that has a significant

amount of residential customers on a demand rate and so weve got about l 0% of our customers today on a residential demand rate with time of use. And so we

certainly are going to be involved in the proceeding in Tucson and watching that but we have historically had different rate structures than both TEP and SRP And so
well watch it and well see if theres obviously procedural things well want to be paying attention to and conceptual stuff that well be talking about.

Charles Fishman Morningstar Analyst

Okay. Thanks. That saves me some work looking at it. Thats it
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Operator

Ali Alfa, SunTnist.

Al i Agha Sun Trust Robinson Humphrey - Andys!

First off I just wanted to clarify the timing on the interim fixed charge that you have applied for I think I heard you say AU is to opine on just the logistics of who

that should be looked at. I know youd asked for an August implementation so is that not realistic now or how should we look at the sequence of timing?

Jeff Guldner Pinnacle West Capital Corporation APS SVP of Public Policy

Ali it's Jeff Originally we had asked for an August implementation date. Now the process would be if the ALJ issues a recommended decision that ays ~ and the

commission decides based on that decision the AU will issue a proposed decision the commission will presumably hear it at an open meeting arid then the decision

would be if you move forward youre going to have a proceeding after that So thats going to push it into later in the year at least.

Ali Agha - Sun re: Robinson Hrunpnrqy Analyst

Okay Got it. Separately Jim if you look at your results on an LTM basis whats the earned ROE youd be eaming right now based on the calculation the way you

look al ROE?

Jim Hatfield - Pinnacle West Capital Colpomdon CFO

Weather normalized would be in excess of 9.5%

Al i Agha SunTrust Robinson Humphrey Andys!

!
Okay. But the weather impact in last couple of quarters will pull it down?

Jim Hatfield - Pinnacle West Capital Corporation CFO

Yes. But again, you have to weather normalize the quarters In both the first two years of this year and the last two quarters of this year and last two quarters of last

year.

Al i Agha Sun Tmsr Robinson Humphrey - Analyst

Right Okay. And then you had mentioned that you expect as you go through this year and beyond customer growth usage patterns et cetera to pick up. So far as

youve been looking at the data is there following that pattern looking in July and into the rest of the year as well l think 0% to 1% from a weathernormalized load

growth perspective you were looking at for electric sales any more granularity in that? Should we think of midpoint of that or how is its trending as youre looking for
the rest of the year"

Jim Hatfield - Pinnacle West Capital Carpomlion CFO

Well as we build our forecast for 2015 we expected wed see acceleration of customer growth and sales growth throughout the year. So as we look to the second half
of the year, we would expect sales growth to be higher than the first half of the year. And what materializes well wait and see but we feel pretty confident that well be

between 0% and l% sales growth.

Al i Agha - Sun Tmsr Robinson Humphrey AnalyN

10

THOMSON REUTERS STREETEVENTS | vwvw.streetevents.com | Contact Us

THOMS ON RE UTE RS
. ° 2: ; ' : ,. ......,  .

» ; ; "  19 ;
° . v= = * !1 * : " . lo 2015 Thomson Reuters Al l  ngnts resewen Rspubhcation or rsdnslnhuUon of Thomson Reuters content mdudxng by framing or simi lar means is

pmmbi led wvlhoul  the prior wul ten oonsonl  of Thoma fn Reulars Thomson Reuters and the Thomson Reubrs logo are reglstarsd Uademanxs of
Yhomson Reusers and NS atvi l ialsd companies K-ACC00028

Page 10 of 15



JULY 30, 2015 / 04:00PM GMT, PNW - Q2 2015 Pinnacle West Capital Corp Earnings Call

Okay. And then last question I know you had mentioned it in your comments as well in terms of equity 2017 at the earliest. So is that going to be driven more by credit

matrices and liquidity profile as opposed to the regulatory needs that youve said before you dont need to equitize for the rate case filing? What would be the trigger in

your mind when its the appropriate time to raise new equity?

Jim Hatfield Pinnacle West Capital Corpomdon - CFO

Well certainly look at our credit metrics. And well look at where we are in the regulatory cycle obviously Mth the rate case filing in 2016 But were sitting here

today with an equity ratio at APS of about 56%. Very strong balance sheet so we have a lot of flexibility in financing our CapEx program with longterm debt.

Ali Agha Sun Tmsf Robinson Humphrey Analyst

All right. So given that reiterating you said before you dont need any equity for the timing around the rate case basically?

Jim Hatfield Pinnacle West Capital Corporudon - CFO

Correct.

Ali Agha Sun Trust Robinson Humphrey - Analyst
I

Thank you.

Operator

Steve Fleishman Wolfe Research.

Steve Fleislnnan - Wolfe Research - Andysr

Just wanted to clarify if you look at your slide on the factors and guidance for 20 lS so it looks like you lowered gross margin $30 million versus last quarter for the

year You to the positive lowered O&M by $20 million arid to the positive lowered interest by $20 million. The $30 million on lower margin is that just the weather

impact year to date?

Jim Hatfield Pinnacle West Capital Corporation CFO

Its weather. lt's also transmission. And keep in mind we would have had originally all of the Four Comers rate increase that we got about $8 million less so we
incorporated that in this quarter as well.

Steve Fleishman WoW Research Analyst

Okay. And then the lower O&M of $20 million is that pretty much the delay in the outage to 20167

Jim Hatfield Pinnacle West Capital Corporation CFO

That's correct.

Steve Fleishman Wolfe Research Analyst
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And then the interest savings is that just all refinancing benefits?

Jim Hatfield - Pinnacle West Capital Corporation - CFO

Yes. Weve realized significant interest savings in the first half of the year net of AFUDC. So we expect that to continue.

Steve Fleishman Wolfe Research Andys!

Okay And net interest savings is an ongoing benefit?

Jim Hatfield Pinnacle West Capital Corponadon - CFO

Until the next rate case.I
I

i Steve Eeishman Wolfe Research Analyst

Okay. Got it That was it. Thank you.

Operator

Michael Lapides Goldman Sachs.

Michael Lapides Goldman Sachs Analyst

Congrats on a pretty good quarter Real quickly looking at the transmission rate change lm looking at slide l 7. that SIS million that basically the best way to think

about that is seven months of that in 2015 Eve months of that in 2016. but did you actually book the charge for all of that in this quarter or will it flow through from an

income statement impact over the next ll months"

Jim Hatfield Pinnacle West Capital Corporation - CFO

We booked the tmeup adjustment in May So l would think of it more as a one-time In that regard it will flowthrough to FYI6 but were also booking on top of that

reduction the increase we expect to tile in FY 16. So netnet, its a positive for us.

Michael Lapides Goldman Sachs Analyst

I hate to respond this way but lm totally confused.

Jim Hatfield Pinnacle West Capital Corporation - CFO

Okay. What well do well take it off line and well have Paul call you amer the call and walk you through the timing of our TCA

Michael Lapides Goldman Sachs - Analyst

That sounds fine. One other item. Any update I know youve talked at length about the need for Ocotillo. But any update at all on either a process for a need for other

gasfired generation whether it would be under PPA or whether it would be something you would actually go out in the market and buy and own if you could get it at

an attractive price. or do you feel that once Ocotillos done youre good through the end of the decade"
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Jim Hatfield Pinnacle West Caphal Corporation CFO

We have a couple of significant PPAs rolling off by 2020. We have the 515 megawatts at Gila River in 2016. And then we have a toll on Arlington through the summer

of 2019. Obviously we'll have to we'Il look at howwe replace those that capacity in the context of our reserve margin and we feel like we have great optionality as

we move forward as it relates to a PPA or some other outcome.

Michael Lapides - Goldman Saens - Analyst

Do you have to file and go through an RFP process to either replace either the Gila or the Arlington PPA"

Don Brandt - Pinnacle West Capital Corporation - Chairman & CEO

No. So we dont follow the California process. Thats not done here. We do an IRP so theres an IRP where we talk about it. And then we follow essentially best

practices when were out doing procurement of power resources. But its not like its strictly regulated. It's like the California process.

Michael Lapidcs Goldman Sachs Andys!

Got it Okay. Thanks. lll follow up with Paul offline. Much appreciated.

Operator

Jim von Riesemann Mizuho.

Jim von Riesemann - Mizulw Securities Co., Ltd - Analyst

Two quick questions. The first oNe is could you just talk about the cash flow impact an extension of bonus depreciation might have on you"

Jim Hatfield Pinnacle West Capital Corporation CFO

So what passed the Senate which would be a twoyear extension is approximately $200 million of cash and you can think of about $100 million a year that we would

realize from the extension of bonus depreciation.

Jim von Riesemann - Mizuho Securaies Co., Ltd - Analyst

Fair enough. And then second question is given the fact that the interest expense is coming dover so much net of AFUDC where do you think your embedded cost of

debt is going to be at the end of the year?

Jim Hatfield Pinnacle West Capital Corporation CFO

l dont know It will be roughly in the 5% range. Down from high5s in the last case.

Jim von Riescmann - Mizuho Securities Co. Ltd. Analyst

Okay. Appreciate it. Thank you.

Operator
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Paul Patterson Glenrock Associates.

Paul Pat terson - Glenrock  Associates - Analyst

Most of my stuff has been asked and answered but I want to follow up on a few things. One was on Ali's question about the sales growth. I understood what you guys

said about 2015 but Fm wondering with this 05% to I.5% through 20 l7 as being a potential range has that changed at all"  I mean

J i m Hatfield - Pinnacle West Capital Corporation C F O

It has not changed from the prior guidance. Obviously this year its 0% to I% 0.5% to I.5% by definition means just acceleration through 2017 of growth.

Paul Pat terson - Glenrock  Associates - Analyst

Okay So what weve seen in terms of the weakness so far you don't think thats going to - there hasnt been any change in terms of where you might see that range?

Jim  Hat fi e l d Pinnac le W est  Capital  Corpomdon - CFO

No.

Paul Pat terson - Glenroek  Associates - Analyst

Okay.  And then on die DCR it  sounded that  you were talk ing about  the potent ial for rel iabil i ty  projec ts  But  that  seemed to indicate that  perhaps because of your

experience and I just  want to check on this  that youre not perhaps interested in the k ind of opportunity  that DCR had. And Im just wondering if you could talk  about

what the takeaways from this process have been. Is it just basically Abengoa arid Starwood? What would you say was their competit ive advantage was it simply cost of

capital? What do you think is the dynamics in that if you could share vnth us your thoughts about any

J i m Hat f ield .  P innac le W es t  Capital  Corporat ion - CFO

Bethink the Cal ISO cited that Abengoa Starwood partnership would have the lowest revenue requirement over the life of the project. Its simply a cost and l guess as we

look at what we did in the four years of development were very comfortable with our process and our bid. And we are not going to go out and buy projects just for the

sake of buying projects Were going to cont inue to focus on eaming a strong return on a project that we can comfortably s ite arid build in the t imet iame and a dollar

amount we bid.

P aul Pat terson Glenrock Associates - Analyst

I understand but I guess what Im trying to understand l mean I saw the Cal ISO report. What would you say was their competitive advantage? Obviously they came

in at a lower cost but is that because their return requirement you think is less or do you think in general that there was some deal in terms of the ability to construct

these things or what have you? Im just trying to get a sense as to what the competitive environment is and whether what you saw happen there and it's not just them

there are other competitors Mather you think that isnt going to be an area of interest going forward in general" Do you follow what I'm saying or is there something

unique to that situation?

M a r k Schiaivoni - Pinnac le West  Capital Corporat ion -APS COO

This is Mark Schravoni To answer your last question first no were open to all projects. This is the first one that's gone through this type of process so theres things

to team as a result of what happened not just for us but there were five finalists as you may be aware of And until we can look at the structure of what they did its

very hard for us to sit here and really try to answer your first question as far as what did they do that we didnt do or should be doing" That will come in due time

Weve had conversations with Cal ISO. Weve opened that door We want to team from it. And as Jim said were not going to increase our risk just to get a project
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Were going to do things the way weve always done it measured risk And then bids for it for whether it's reliability or economic. lt really doesnt matter to us. And
Our partner feels the same way. So were confident that we'lI continue to play in this space for the nearterm

Pa ulPatterson Glenroek Associates Analyst

Okay. That's great. I thought maybe you guys had more insight on what was going on there than I did So I appreciate that. Well find out maybe more later Thanks.

DonBrandt Pinnacle West Caped Corporation Chdnnan & CEO

Thanks. This is Don. bet me underscore what Mark said here both we and our partner at Berkshire are very disciplined in this approach. And were here to make
thoughtful investment decisions. and not to buy a project. And this is one of many to come.

I
PaulPatterson Glenrock Associates Ardys!

Okay Thank you very much.

Operator

Mr. Mountain at this time there are no further questions. ld like to tum the floor back over to you.

Paul Mountain Pinnacle West Capital Corporadan Director aflR

Thank you everyone. That concludes our call WeII talk to you soon.

Operator

Ladies and gentlemen. this concludes todays teleconference. You may disconnect your lines at this time Thank you for your participation.
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MANAGEMENT DISCUSSION SECTION

Operator: Greetings, and welcome to the Pinnacle West Capital Corporation 2015 Third Quarter Earnings
Conference Call. At this time, all participants are in a listen-only mode. A brief question-and-answer session will
follow the formal presentation. [Operator Instructions] As a reminder, this conference is being recorded.

It is now my pleasure to introduce your host, Paul Mountain, Director of Investor Relations. Thank you, sir. You
may begin.

Paul J. Mountain

Thank you, Christine. I'd like to thank everyone for participating in this conference call and webcast to review our
third quarter 2015 earnings, recent developments, and operating performance. Our speakers today will be our
Chairman and CEO, Don Brandt; and our CFO, Jim Hatfield. Jeff Guldner, APS's Senior Vice President of Public
Policy; and Mark Schiavoni, APSs Chief Operating Officer, are also here with us. .

First, I need to cover a few details with you. The slides that we will be using are available on our Investor Relations
website along with our earnings release and related information. Note that the slides contain reconciliations of
certain non-GAAP financial information.
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Todays comments and our slides contain forward-looldng statements based on current expectations, and the
company assumes no obligation to update these statements. Because actual results may differ materially from
expectations, we caution you not to place undue reliance on these statements.

Our third quarter Form 10-Q was tiled this morning. Please refer to that document for forward-looldng
statements, cautionary language, as well as the risk factors and MD&A sections, which identify risks and
uncertainties that could cause actual results to differ materially from those contained in our disclosures. A replay
of this call will be available shortly on our website for the next 30 days. It will also be available by telephone
through November 6.

I will now tum the call over to Don.

Donald E. Brandt

Thank you, Paul, and thank you all for joining us today. Pinnacle West delivered a solid quarter with several
financial and operational highlights, keeping us on pace with our guidance for the year and setting us up well for
the next year. The board also approved a 5% dividend increase last week effective with the December dividend
payment, continuing this predictable return of capital to our shareholders. Jim will discuss the financial results
and guidance. Our operations team did an excellent job maintaining the fleet and the electrical grid again this
summer.

The Palo Verde Nuclear Generation Station performed well. Unit 2 entered its planned refueling outage on
October 10. This outage marks an important milestone. It represents the completion of FLEX equipment
installation at all three units.I!

I

|
FLEX addresses one of the main safety challenges at Fukushima for the loss of cooling capability and electrical
power resulting from a severe event. FLEX, short for Diverse and Flexible Mitigation Strategies, is an industry-
wide initiative with site-specitic applicability. It relies on portable equipment to protect against even the most
unlikely scenarios.

The transmission distribution and customer service teams also performed well. Similar to last year, we had a
series of monsoon storms over the last few months. 50,000 customers were without power during the worst
storm. The vastmajority were back on within 24 hours. Due to the storm damage, our crews replaced 485 poles,
nearly twice the number from the 2014 storm season.

August was particularly hot this year. We hit our 2015 load peak on Saturday, August 15, after temperatures hit
over 114 degrees for three consecutive days. This is the first time i.r1 modem era with air conditioning that our peak
has been on a Saturday. One data point worth noting is that when our customers were using the most energy at
around5:oo PM that day, rooftop solar on our system was producing only 38% of its capacity, supplying 75
megawatts of the 7,031 megawatt load since rooftop solar peaks around noon.

However, in stark contrast, utility scale solar was producing 80% of its capacity, supplying 140 megawatts of the
load, because most utility scale panels are on trackers that move with the sun. Just a couple of hours later when
our system load was still high, rooftop solar production was at zero, and the only solar production was coming
from Solana, our concentrated solar facility with thermal storage capabilities.
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This scenario is not unique to our peak load day and highlights the importance of the electric grid at all hours of
the day. Along with a robust and modem grid, modernizing the rate structure is a necessary priority for which we
have been advocating.

i

Let me provide some perspective on how our recent regulatory filings have evolved. Our priority remains clear.
We want to continue the dialog on rate design with the objective of thoughtfully evaluating these policy issues
ahead of the rate case application we planned to tile in June of next year. The grid access charge filing we made on
April 2 was designed to take another step in this rate transition by increasing the fixed charge to $3 per kW or
about S 21 per month for solar customer. In August, the Arizona Corporation Commission voted 32 to move
forward with an evidentiary hearing on the issue. The exact scope and timing of that process was to be determined
at another meeting.

Subsequent to that decision, we saw an unprecedented display of political theater and character attacks by the
rooftop solar lobby aimed at paralyzing the commission. Given that backdrop, we offered an alterative to the
Commission in September to forego the request to increase the grid access charge in exchange for a more narrow
hearing on the cost to serve customers with and without solar.

In connection with this alternative, we filed a summary of a recently concluded cost of service sandy on October 8.
This study used a methodology that has been tried, tested and validated in utility proceedings across the country
using actual verifiable data. It concluded that each month, APS incurs $67 to serve solar customers that those
customers do not pay.

This analysis credits solar customers for the measurable cost that APS avoids when a customer installs rooftop
solar, primarily reduced fuel cost. The Commission discussed how to proceed at the open meeting last week. In the
end, they voted to move forward with a single generic docket that will investigate both the cost of service issue
raised by APS and the value of solar. The procedural calendar will be determined soon by the Commission staff.
Although there has been a lot of noise around this issue, we believe moving forward is critical and we will continue
to work with the Commission and key stakeholders in this proceeding.

I
In addition to the regulatory proceedings, we are also learning about the customer and grid impacts through our
Solar Partner rooftop solar program. Our understanding in this area will better inform our efforts to create a
modernized rate structure tailored to our customers' energy needs. We've had a lot of interest and are in the
process of signing up customers and installing rooftop systems.

Let me now provide an update on a few other items related to our generation portfolio. Our utility scale program,
AZ Sun, had two 10-megawatt projects in the Phoenix metro area come online in September, bringing the total
program total to 170 megawatts. We will assess the need for more utility scale solar through our resource planning
process. We also retired Cholla Unit 2, one of our coal units, as of October 1, in line with our announcement a year
ago as part of a broader environmental plan for the Cholla site.

Let me conclude by saying that we remain focused on delivering on our financial and operational commitments.
We have a busy calendar over the next couple of years, while the State addresses rate design modernization and
we prepare for our rate case Filing. We'll remain steadfast to find solutions that benefit all of our customers.

I'Il now tum the call over to Jim.

James R. Hatfield
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Thank you, Don, and welcome, everybody. We had a solid third quarter as we benefited from our continued cost
management efforts and an improvement in our customer sales. .

l
Today, I'll discuss the details of our third quarter financial results, provide an update on the Arizona economy,
and review our financial outlook including introducing 2016 guidance.

Slide three summarizes our GAAP net income and ongoing earnings. For the third quarter of 2015, we reported
consolidated ongoing earnings of $257 million, or S2.3o per share, compared with ongoing earnings of $244
million, or S2.2o per share, for the third quarter of 2014.

Slide four outlines the variances in our quarterly ongoing earnings per share. I'll highlight two primary drivers.
Higher gross margin increased earnings by So.28. I'll cover the drivers of our gross margin variance on the next
slide. Going the other way, higher depreciation and amortization expenses decreased earnings by $0.12 per share.

Similar to the first half of this year, the variance includes the absence of the 2014 Four Corners cost deferrals and
related 2015 amortization of the deferrals in costs associated with the acquisition. D&A expenses were also higher
due to additional plant service.

Turning to slide five, I'll cover a few of the key components of the net increase of $0.28 in gross margins. Higher
usage by APS customers compared to the third quarter a year ago contributed $0.08 per share. Weather-
normalized retail ldlowatt hour sales after the effects of energy efficiency, customer conservation and distributed
generation increased 2.1% in the third quarter of 2015 versus 2014.

Collectively, the adjustment mechanisms continue to add incremental growth to our gross margin as designed,
contributing $0.17 per share, primarily the Four Corners' adjustor that went into effect on January 1. Offsetting
Four Comers expenses are included in the other drivers, primarily D&A, which I mentioned earlier.

The effect of weather variations increased earnings by $0.04 per share. This years third quarter was warmer or
more favorable than normal, while the third quarter of 2014 was milder or less favorable compared to normal
conditions. As Don mentioned, August was particularly hot this year, where for the first time since the advent of
air conditioning, we hit our peak on a weekend.

As a reminder, both the O&M and gross margin variances exclude expenses related to the renewable energy
standard, energy efficiency and similar regulatory programs, all of which are offset by comparable revenue
amounts under adjustment mechanisms.

Slide six presents a look at the Arizona economy and our fundament growth outlook. Arizona's economy continues
to grow much like it has the past several quarters. Job growth in the third quarter in the Phoenix metro area
remained above the national average as it has for the past 17 quarters.

As seen in the upper panel of slide six, Metro Phoenix added jobs at a 2.8% year-over-year rate. This job growth is
broad-based with the construction, healthcare, tourism, financial activity, business services and consumer service
sectors each adding jobs at a rate above 3%. Growth in consumer spending remains robust and expectations are
improving for the housing market.

Our expectation for the Metro Phoenix housing permits can be seen in the lower panel on slide six. The housing
market is on track to record its best year since 2007 for both total permits and the single-family sector by itself.
Total permits are up more than 12% this year. And notably, single-family permit activity is up over 40%. Permit
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activity in the third quarter was the highest we've seen since the middle of 2007 and homebuilders continue to
report strong traffic in their sales offices .

In summary, Metro Phoenix economy continues to grow steadily and is positioned for stronger growth in the next
couple of years as the drag from the overbuilt real estate market recedes into the past.

As I've mentioned before, the Arizona and Metro Phoenix remain attractive places to live and do business,
especially as it is situated relative to the high-cost California market. 2015 is turning out to be better than 2014 in
terms of job growth, income growth, consumer spending and new construction, and we expect 2016 to be better
than 2015.

Reflecting the steady improvement in economic conditions, APS's retail customer base grew 1.3% compared with
the third quarter of last year. We expect that this growth rate will gradually accelerate in response to the economic
growth trends I just discussed. Importantly, the long-term fundamentals supporting future population, job growth
and economic development in Arizona appear to be in place.

I
Finally, I will review our earnings guidance and financial outlook. We continue to expect Pinnacle West's
consolidated ongoing earnings for 2015 will be in the lower half of the range of $3.75 to S3.95 per share, based on
the negative effems of weather through September. Year-to-date, unfavorable weather through September has
impacted earnings by approidmately S0.08 per share versus normal conditions. We adjusted our 2015 customer
growth down slightly to 1% to 2% from 1.5% to 2.5%, although our sales outlook hasn't changed.

We are introducing 2016 ongoing guidance of $3.90 to $4.10 per share, which assumes the normal weather. The
adjusted mechanisms, particularly transmission and the LFCR, along with modest sales growth, are the key gross
margin drivers. O&M is above trend in 2016, however, non-outage O&M spending remains flat in 2016 compared
to 2015 with planned fossil outages representing the increase year-over-year. This includes major planned outages
at Four Corners and Cholla, which occur roughly every six years.

Separately, the new lease terms related to the Palo Verde sale leaseback at Unit 2 that take effect on January 1,
2016, offset plant and service impact, and key depreciation and amortization relatively flat year-over-year. A
complete list of the factors and assumptions underlining our guidance is included in our slides.

Our rate base growth outlook remains 6% to 7% through 2018. We included our updated rate base slide in the
Appendix. These estimates include bonus depreciation, which we're assuming will be extended for 2015 and 2016.
And we continue to forecast that we'lI not need additional equity until 2017 at the earliest.

Lastly, as Don discussed, the Board of Directors increased the indicated annual dividend last week by $0.12 per
share or approximately5% to $2.50 per share effective with the December payment.

This concludes our prepared remarks. Operator, we will now take questions.
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QUESTION AND ANSWER SECTION

Operator: Thank you. We will now be conducting a question-and-answer session. [Operator Instructions] Thank
you. Our first question comes from the line of Dan Eggers with Credit Suisse. Please proceed with your question.

Daniel Eggers

Yeah. Hey. Good morning, guys.

Donald E. Brandt

Good morning, Dan.

James R. Hatfield

Good morning, Dan.

Daniel Eggers

I
Hey. If we can just get into the 2016 guidance a little bit? I guess the first question is that you go back to the 1.5%
to 2.5% customer growth number, given the reduction in inventory in Phoenix, is there enough new stock (sic)
[new housing stock] coming online for next year that you can actually hit that number as you look out and see
whats getting built?

James R. Hatfield

We do, Dan. We see, as we've talked about, home permits were up 78% in August in the same month a year ago.
We're seeing sales up 32% in condo and townhouses. So we're seeing a lot of activity in the housing market.

Donald E. Brandt

Dan, this is Don. I'd refer you - you can do a search on azcentral.com, a website for the Arizona Republic and just
a story that appeared on the 21 of October, just take a selective quote out of that, but over the past two years
approximately 11,ooo building permits for single-family new homes have been issued annually. And he said the
expectation is that the number will reach 16,000 by year's end.

Daniel Eggers Q
Okay. Good. And then, on the O&M cost side for next year. The costs would be flat, excluding the maintenance, I
guess, is what you said. If we thought about what 2017 looks like, how much of that extra maintenance goes away,
just to try and normalize out?

James R. Hatfield
. ;w w w w e . .
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Well, don't think 2017 will be as big as 2016. And when we look for rate case purposes, we'll use a average of live
years or so. So, that all will get blended out in the rate case.

Daniel Eggers

So that will - the rate case will reflect that, for example, if the 2017 number is.

James R. Hatfield

Yeah. I mean, we won't get all of it since this is sort of a peak, but we'll get an average over several years. It's
typically how they do it.

Daniel Eggers
8.4 o 3

Okay. And then, on the rate base forecast, the inclusion of the bonus depreciation there, I think the 2018 rate base
number's down about $400 million.

James R. Hatfield \
.

Right.

I
! Daniel Eggers

What do you guys do with the bonus depreciation cash, given the fact you actually don't need any equity?

James R. Hatfield

Use it to fund CapEx. I mean, we'll still be in a net negative cash and we'll have to rely on fixed income securities
to fund the CapEx, but it does reduce our need.

Donald E. Brandt

It'1I reduce our need for debt...

James R. Hatfield

Yeah.

Donald E. Brandt
4 j . _ . .

debt financing.

James R. Hatfield
. . . s r J e" ..
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And we think bonus depreciation to us will be about 70% of that reduction in CapEx. The rest is really moving
Ocotillo out to out to 2019 from 2018.

Daniel Eggers

Okay. I got it. Thank you, guys.

Operator: Our next question comes from the line of Greg Gordon with Evercore. Please proceed with your
questions.

I

I Greg Gordon
l

Thanks. Hi, guys.

Donald E. Brandt
1" ..

Hi ,  Greg .

Greg Gordon

So my math shows that - I think my math shows that on the updated rate base forecast at $3.90 to $4.10 basically
should more or less reflect the 9.5% to 10% ROE band on parent equity in 2016.

James R. Hatfield

That's correct, Greg.

Greg Gordon

Yeah. That's consistent with the way you've thought about it in the past?

James R. Hatfield A
Correct.

Greg Gordon o
So to the extent we wind up at the low end or the high end of that range, thinldng about the drivers on page 10, I
mean, obviously, this year, we're more towards the lower half because weather was mild.

lJames R. Hatfield
Execuiii..

Ri ght.
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Greg Gordon

Is it fair to assume that the midpoint of your gross margin guidance range just assumes normal weather?

James R. Hatfield

Yeah. It includes normal weather as well as we have those adjustment mechanisms. Two things. The other thing
you'll see, from a gross margin perspective, we had the negative transmission adjustor in 2015; we should have a
positive TCA next year. So you get the cumulative effect of that as well.

Greg Gordon

I guess, I'll step back and then ask a higher-level, more open-ended question. What are the key two or three
factors that would cause you to end up at $4.10 versus that would cause you end up at 83.90, i.e. high end of the
range versus low end, as you think about managing risk in 2016?

James R. Hatfield

I think the higher end of the guidance will reflect a little higher sales growth than we're currently planning. That
would be the big driver.

Greg Gordon

Okay. And you file the rate case when and how .- when is the - what's the statutory time limit for a decision?

James R. Hatfield

- the last case we did at 10.5.
-month time clock, but

Well, we'll file June 1 of 2016. Typically, there's a 30-day sufficiency. And there is a
We expect probably it will last a little longer with the rate design in there. It's a statutory 12
that gets moved around as you get days of hearings and so on.

I

Greg Gordon

So the goal would be to have rates in place for the summer of 2017, but that could split.

James R. Hatfield

Yeah, I mean, in a perfect world, we'd have it July 1 with the issues in the case on rate design changes and so on.
That would be an optimistic scenario, I think.

Greg Gordon Q
But isn't that the reason why you're trying to get a lot of that discussion done now in the context of these
proceedings that Don just discussed?
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Donald E. Brandt

Exactly, Greg.

Greg Gordon

Okay. Thanks, guys. Take care.

James R. Hatfield

Thank you, Greg.

Operator: Our next question comes from the line of Ali Agha with SunTrust. Please proceed with your questions.

Ali Agha

Thank you. Good morning.

Donald E. Brandt

Hey, Ali.

I
I

i

Ali Agha

Hi. Don, so given that the Commission decided to have these hearings on a generic basis, and I know you guys had
pushed for them to be more specific and focus on the cost of service side, I mean, is there a concern that they go
through this generic process and then when the rate case comes, youve got to ldnd of go through these once again,
but with more specific numbers? So at the end of the day, how much realistically do you think this moves the ball
forward, given the generic nature of this discussion?

Donald E. Brandt

I think it will advance the ball. We'll be dealing with not just generic numbers but our numbers specifically, as will
the other participants. And Jeff Guldner is sitting here next to me and I think he can probably expand on that
thought a little a bit.

Jeffrey B. Guldner
7/01 Jute Pres.

Sure. Ali, remember that the value of solar docket which was up there would obviously be reported on a generic
basis. The cost of service study that we did is specific with us. And so one of the things you would get in the generic
proceeding is still some discussion on how do you apply cost allocation factors, how do you think about cost of
service issues, resolve those and then move forward in a rate ease with the - given the Commissioner's policy
options that are on both the cost and the value side. And the more of that we can work through ahead of the rate
case, the more productive that's going to be when you get into the rate case process.

:Arjl'cI:.r._¢;all
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Ali Agha

Okay. And then secondly, strong - it's good to see the growth in weather-normalized sales pick up this quarter at
2.1%. With customer growth at that 1.3% level, was there anything specific to this quarter? Could the weather
normalization not have worked perfectly in a sense that your sales growth is actually greater than customer
growth this quarter and normally, as you said, there's that 5o basis point to 100 basis point differential that you
see? So anything to explain why sales growth was stronger than customer growth this quarter?

James R. Hatfield

I think the biggest thing, Ali, is sort of a weak comparison last year in the third quarter. Overall, we have 1% sales
growth year-to-date, which would reflect the ldnd of customer growth we're seeing currently. I think a lot of it, too,
part of our - we look at the rooftop solar and EE, and a lot of it's been confidence, too, and I think you're seeing a
little more confident consumer in the Phoenix marketplace.

Ali Agha

I I see. Okay. And then on a sort of an LTM basis, based on the way you guys calculate ROE, and I know that's off
book value when you talk about your targets, can you tell us what is that ROE that you want over the LTM basis on
your math?

James R. Hatfield

I haven't calculated that. I'll have to look at that.

Ali Agha

Okay. But to be clear on the 2016 outlook, the range reflects at the low end, 9.5%, again, based on the book value
calculation that you guys do?

James R. Hatfield

Yeah.

Ali Agha

And the high end would be 10%. Is that right?

James R. Hatfield

Yes. Yes.

Ali Agha

Okay. Got it. Thank you.
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Operator: And your next question comes from the line of Michael Weinstein. Please proceed with your question.

Michael Weinstein

Hi. So, yeah, my question has to do with the guidance for 2015. Just looking at - you reduced the retail customer
growth a little bit by about 0.5% and the - but the sales volume is remaining the same. So that would sort of
indicate that there has been an improvement in terms of energy efficiency effects, I guess, less of an energy
efficiency effect that you see in 2015. However, when you go forward to 2016 guidance, you have an increase in the
customer growth rate, but still the same sales rates. So that indicates the opposite. Just wondering what's going on
with energy efficiencies and asset management, et cetera.

James R. Hatfield

I, Michael, would caution you to look at any quarter and try to extrapolate anything on a quarter-to-quarter. I
think we are pleasantly surprised by the sales growth year-to-date. I don't think we're necessarily extrapolating
that into 2016 guidance.

I
i

Michael Weinstein

Okay. And also, just in terms of the rate case tiling, is it true you guys are going to have to file or going to have to
make purchases of new generating assets before you file the case? Is that right?

James R. Hatfield

Michael, we have no plans to purchase generation assets other than what we're building at Ocotillo, which is a
self-build.

Michael Weinstein

Okay. So, there's no potential for anything else at least as far as you can see now.

James R. Hatfield

No. We have some PPAs and other things rolling off and we'll go out in next year for sort of all resources, RFP for
some time later this - probably later this decade and we'll see what we get at that point. But we're ways off from
new generation at this point.

Michael Weinstein o
Okay. Thanks a lot.

Operator: Our next question comes from the line of Brian Chin with Bank of America Merrill Lynch. Please
proceed with your question.
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Brian J. Chin
I Merrill L

Hi. Good morning.

James R. Hatfield

Hey, Brian.

Donald E. Brandt
arman Pres:

Morning, Brian.

Brian J. Chin

So with the revised rate base numbers, including bonus depreciation, can you quantify out the impact of the bonus
depreciation, or give us some sense of how big that is relative to the prior forecast?

James R. Hatfield

Yeah. Bonus depreciation, we expect to be over the two years about $250 million. And I would just think about
that as ratably over those two years.i

I

Brian J. Chin

Okay. Excellent. And then with regards to the revised bonus depreciation numbers, can you give us an update on
any potential needs for equity? I would assume that it reduces that since you're able to take a bonus depreciation
and use that for further deployment of capital. But just revise us on what the equity financing needs are, if any, as
we go through the next years?

James R. Hatfield

Yeah. Well, certainly, the cash and bonus depreciation would minimize the need, if we need anything. We don't do
anything until after we get the outcome in the next rate case.

Brian J. Chin
erica Merrill L Q

Okay, great. And then lastly, just what risk do you think there could be under the more narrowly tailored generic
proceeding? Is it possible that any delays or extension of that proceeding could bleed into the timing of when you
tile the rate case? Is there a risk of the two issues land of melding together? I guess it's a little bit of a springboard
question off an earlier question, I think, that Ali asked. .

Jeffrey B. Guldner
U .r v r a e Pfg g  1 2 l 1  Pu ml /3  DNn ). 4 vzona QUIHI/ i Co

Brian, it's Jeff. I don't think it would affect the timing of the filing of the rate case. One of the issues that came up
in the discussion a little while ago was we requested that the Commission push to get that decided in the April

14F!ViT°El ' : call street
1-877-FACTSET www.callstreet.com Copyright ©2001-2015 FactSet CalIStreet, LLC

K-ACC00029
Page 14 of 20



(PNW)Pinnacle West Capital Corp. QCorrected Transcript
30-Oct-2015Q3 2015 Earnings Call

timeframe so that it was ahead of the case, but the procedural conference is still coming up. If it bleeds over, that
wouldn't affect the tiling. Once you file a case, you've got a fairly lengthy litigation process.

Brian J. Chin

Okay, great. Thanks a lot.

I

Operator: Our next question comes from the line of Charles Fishman with Morningstar. Please proceed with
your question.

I

I Charles J. Fishman

Hi. If I could go back to the rate base growth once again, 2018, the S4oo million decline in generation and
distribution, that was bonus depreciation and the delay of Oeotillo. The S200 million decline in transmission, is
that all bonus depreciation, or is there a project that's been delayed or cancelled that I've forgotten about?

James R. Hatfield

No. We're constantly, on an ongoing basis, moving capital from year-to-year. So, there's nothing substantive in
terms of delay in big projects or anything like that.

Charles J. Fishman

Okay. Thank you. That was it.

Operator: Our next question comes from the line of Paul Ridzon with KeyBanc Capital Markets. Please proceed
with your questions.

Paul T. Ridzon

Just very quickly, you said you had 2.1% sales growth and that is after the impact of efficiency, correct?

James R. Hatfield
.-xeczivx

Yes, and distributed generation.

Paul T. Ridzon

What would the gross number have been?

James R. Hatfield

A little over 3%.
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P aul T.  Ri dzon
4 - § r . .

Okay. Thank you very much.

James R. Hatfield

Yeah.

Op er ato r : Our next question comes from the line of Michael Lapides with Goldman Sachs. Please proceed with
your question.

Michael J. Lapides

Hey, guys. Sorry to beat a little bit of a dead horse. Just want to make sure I understand this. Can you walk us
through from your prior disclosures to today's slide deck, the change in total expected rate base over the forecast
period and just kind of the two or three biggest drivers of that? I want to just make - there's been a lot of land of
onesie, twosies, and I want to make sure I understand whats going on here.

James R. Hatfield

Well, about 70% of the change roughly is the impact of bonus depreciation and the significant amount of the other
is just moving Ocotillo out from a in-service date of 2018 to 2019.

Michael J. Lap ides

And the total change is $400 million or a greater number?

James R. Hatfield

About S400 million.

Michael J. Lap ides

Got it. Okay. Second, when we think about 2017 O&M, should we assume that it land of dips back down in that
year to something closer to what youve guided to for 2015, or does it stay at that elevated level that you're going to
see next year, but that you get - youre expecting to get land of more recovery of that in rates?

James R. Hatfield

We have really not talked about any aspect of 2017 guidance, Michael.

Michael J. Lapides

Is the 2016 increase in O&M viewed more as onetimey or wewed as recurring?
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James R. Hatfield
ve Vice F

Well, I think it's - I wouldn't call it one-time. I mean, we do generation outages every year. We're just faced with
significant overhauls at both Four Corners and Cholla in the same year. I'd say the number is elevated based on
what we would call a run rate, but I wouldn't call it one-time in any of them.

Michael J. Lapides

Got it. And the case you're going to file in mid-2016, will that use a full year 2015 test year? And what large, if any,
known and measurables would be in there?

James R. Hatfield

Well, we'Il try to achieve what we had in the past, which is the 2015 test year and then any plant in service, 15, 18
months in is post test-year plant. And there'll be some things that are still under construction that won't be in like
the SCR.s for Ocotillo unless it's recovered in some other mechanism .

Michael J. Lapides

Meaning, you're expecting to potentially get Ocotillo recovered in this, even though Ocotillo is now not due online
until 2019?

James R. Hatfield

No. We would not get Ocotillo in this rate case.

Michael J. Lapides

So this rate case is more about just managing lag and getting the SCRs in?

James R. Hatfield

Well, I think this rate case is also a lot about the rate design issue, which is how we align our 70% of fixed cost
with only 10% of fixed revenue and try to get more alignment between cost and revenue.

Michael J. Lapides

Got it. Okay. Thank you, guys. Much appreciate it.

Operator: Our next question comes from the line of Paul Patterson with Glenrock Associates. Please proceed
with your question.

Paul Patterson

Good morning.
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James R. Hatfield

Hey, Paul.

Paul Patterson

I
lThere was a court case in the Arizona Court of Appeals, which overturned some of the Arizona Corporate

Commissions. It was a case that didn't involve you, but in theory, I guess, they're arguing that the solar access fee
being outside of a rate case wouldn't comply with the Court of Appeals ruling, if you follow me. Im sure you guys
are familiar with the case. But whether - is this a moot point now that you're sort of withdrawing your request, or
is there any risk if this - and I know the ACC is probably going to appeal it. But if this decision were upheld, is
there any risk to you guys with respect to - what would the impact be to you guys if it was upheld? Let me just ask
it that way.

Jeffrey B. Guldner

I
E

So, Paul, this is Jeff Guldner. If you're referring to a water company case involving infrastructure adjustor, the
Commission has appealed that. And it's a Court of Appeals case, they've sought review with the Arizona Supreme
Court. And what the case dealt with there was how the Commission makes fair value findings, which is somewhat
unique to Arizona regulation, how it makes fair value findings in the context of adjustment mechanisms and
things like that. So, we get them in rate cases. We do typically fair value findings and provision in almost
everything that we do. And so, what I think folks are looldng for right now is clarify some of the things that were in
the Court of Appeals decision, but I dont think the Supreme Court has not yet decided whether to grant review.
And if they do, I'm sure you'll see most of the utilities in the state participating in that litigation.

Paul Patterson

Okay, right. But I guess what I'm wondering is, if they grant review and, I mean, if ultimately its upheld, would
there be any impact on what you guys have collected in riders or what have you with this access fee? I mean,
would there be - let me just ask it this way. Would there be an impact on you guys? When you look at the Arizona
Court of Appeals decision, what do you think the impact would be if it were upheld?

Jeffrey B. Guldner

So, part of it would be on how you'd have to make fair value findings in those proceedings and I think most folks
would expect the relief to be prospective. And so, it would be how you'd move forward with a different proceeding
in terms of malting fair value findings that would support whatever the court ultimately came out with. We've had
deal adjustors. And one of things that was mentioned in that decision is that a fuel adjustor which tracks expenses
up and down, fuel adjustors have been common in Arizona for decades and that opinion recognize that that type
of an adjustor is fine. And if you get into different styles or different models of adjustor, it gets a little more
complicated and you got to figure out how you put the fair value piece in.

Paul Patterson

Okay.
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Jeffrey B. Guldner
Presidentpu . Policy Arizona .

So, it depends on how the guidance is..

Paul Patterson

So, you guys would be fine with fuel adjustment. That wouldn't be something that would be impacted. Would
there be any other potential riders or something that we should think about as being potentially impacted, or
would you feel like basically that you guys - it wouldn't impact you guys that much? Is that what I'm
[indiscernible] (43:37)

Jeffrey B. Guldner

Yes. We look at all the riders and we'd look at how the fair value prowsions and how we handle fair value in each
of those cases and how they're litigated or implemented in rate cases. And then if we have to make adjustments in
the next rate case, bien we would.

Paul Patterson

Okay. Thank you very much.

Operator: We have no further questions at this time. I would now like to turn the floor back over to management
for closing comments.

Paul J. Mountain

Thank you, Christine. Thanks for joining us today. We apologize for the connection issues we had on the call and
we look forward to seeing most of you at EEl here in a couple of weeks. Thank you.

Operator: Ladies and gentlemen, this does conclude today's teleconference. You may disconnect your lines at
this time. Thank you for your participation and have a wonderNil day.
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MANAGEMENT DISCUSSION SECTION

Operator: Greetings, and welcome to the Pinnacle West Capital Corporation 2015 Fourth Quarter Earnings
Co reference Call. At this time, all participants are in a listen-only mode. A briefquestion-and-answersession will
follow the formal presentation. [Operator Instructions] As a reminder, this conference is being recorded.

It is now my pleasure to introduce your host, Paul Mountain, Director oflnvestorRelations. Thank you, sir. You
may begin.

Paul J. Mountain

Thank you, Christine. I'd like to thankeveryonefor participating in this c onferencecall and webcast to review our
fourth quarterand full year 2015 earnings, recent developments, and operating performance. Our speakers today
will be our Chairman and Chief Executive Officer, Don Brandt; and our Chief Financial Officer, Jim Hatti eld. Jeff
Guldner, APS's Senior Vice President ofPublic Policy; and MarkSehiavoni,APSs Chief Operating Officer, are also
here with us.

First, I need to cover a few details with you. The slides that we will be using are available on our Investor Relations
website along with our earnings release and related information. Note that the slides contain reconciliations of
certain non-GAAP financial information

Today's comments and our slides contain forward-looldng statements based on current expectations, and the
company assumes no obligation to update these statements. Because actual results may differ materially from
expectations,we caution you not to place undue reliance on these statements.
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Our 2015 Form 10-Kwas filed this morning. Please refer to that document for forward-looldng statements
cautionary language as well as the risk factors in MD8zA sections which identify risks and uncertainties that could
cause actual results to differ materially from those contained in our disclosures. A replay oft his call will be
available shortly on our website for the next 30 days. It will also be available by telephone through February 26.

Iwill now turn the call over to Don.

Donald E. Brandt
/of 24%

Thanks, Paul and thank you all forjoining us today. Pinnacle West delivereda solid 2015 with earnings near the
high end of our guidance range with Palo Verde Nuclear Generating Station having arecordyearend with a
balance sheet that remains one of the strongest in the industry. Jim will discuss the financial results and outlook.
My comments will focus mostly on the year ahead.

Our fleet performed very well in 2015 highlighted by Palo Verde Nuclear Generating Station's highest output ever
equating to a capacity factor of94.3%. One of Palo Verdes key strengths is the ability of the team to perform at an
excellent level but to also drive continuous improvement each year.

2016 marks the beginning ofa new period for our fleet. In total, we are planning to invest over S3. 6 billion in
capital over the next threeyears. We are investing in two large projects in our Fossil Fleet as well as a few
innovative investments and some IT systems to prepare our operations for the long term. The two large fossil
projects are the Ocotillo Modernization Project and the selective catalytic reduction pollution controls, or SCRs as
they're called, at the Four Corners generating plant. Four Corners Unit 5 entered a major outage in January to
make several upgrades and begin laying the groundwork for the SCR installations.

The innovative investments I will outline are designed to increase customer and system reliability and meet future
resource needs. In November, we announced a partnership with the Department of the Navy to develop a 25 -
megawatt microgrid project at Marine Corps Air Station Yuma.This is APS first microgridproject and the first
military base to secure 1oo%backup power. We also plan to install a 40 -megawatt solar facility this year on behalf
of some of our larger customer. This amount has been reflected in our 2016 CapEx budget. The Solar Partner
Program, which is planned for 1 ,5ooAPS-owned rooftop solar installations, is on track to be fully installed and
operational by mid-2016.

And just this month, we officially launched our Solar Innovation Study, a 75-homedemand rate laboratory here in
the Metro Phoenix area which will determine how customers can use various combinations o f distributed energy
resources, such as solar panels, battery storage, smart thermostats, and high efficiency HVAC systems, to better
manage their energy environments.

These customers will also be placed on our existing residential demand rate, and the study will provide valuable
information on customers'ability to use technology to manage peak demand and lower their bills.

In addition to the generation investments, we are upgrading several ITsy stems to improve our customerinterface,
facilitate active operation of our transmission and distribution systems, and enable participation in the California
ISO energy imbalance market. These investments, along with ouradvancedmeterprogram, which is fully
deployed, are enabling integration of adv arced technologies while also allowing us to maintain grid stability.
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2016 also represents an important ye aron the regulatory calendar, with the APS rate case set to be tiled on June 1.
APS submitted the Notice oflntent to file on January 29, which gives notice to the ACC and stakeholders, and
outlines the primary topics we will propose in the June rate filing.

l

APS will propose the new rates go into effect July 1, 2017, based on the test year ended December 31, 2015, with
certain adjustments. To help achieve this outcome, we have held a series ofstakeholder meetings to provide clarity
and transparency with the stakeholders. We're also planning to submit an extensive list ofstandard discovery
questions and responses with the June 1 tiling.

Let me outline a few of the central topics from the Notice oflntent to filing. Residential rate design is an area
where we will propose changes to better align costs with prices and incentivize cost-reducing technologies. Andwe
will be proposing universal demand rates, as well as shifting our time -of-use periods to Iaterinthe day .

! We will also propose a revenue percustomer decoupling mechanism that will be adjustedannually to replace the
existing lost fixed cost recovery mechanism. The decoupling mechanism will be proposed on a trial basis, until the
next rate case, to act as a rate-stabilizing mechanism during the transition period to the new rate structure.

The last item Ill mention is, we will request the deferral of costs related to two large CapEx projects we're
investing in, the - SCRs at Four Corners and the fast-ramping natural gas modernization project at Ocotillo.
These investments total over $900 million over the next few years, with in -service dates of2o 18 and 2019,
respectively.

And in the case of the SCRs, since the timing of installations will be close to the end of this rate case well also
propose a step mechanism to reflect the deferred SCR costs similar to the treatment of the Four Corners
acquisition.

The docket on value and cost of distributed generation has testimony due on February 25th. There were also four
other electric rate cases in process. UNS Electric is the first in line with hearing set to begin on March 1st in
Tucson. We are an active intervener in the UNS case since it is an important forum to discuss rate design. The
testimony we tiled supports the concept ofthree-part rate design which incorporates a fixed service charge and
energy charge and a demand charge. This concept was proposed and supported by UNS Electric and the Acc staff.
Related topics including methodologies for determining the cost to serve custo mers with solar and t he value of
solar will be a central focus in the valuing cost of distributed generation docket.

In closing, we delivered on our commitments in 2015 and we are well -positioned for 2016 in the lo ng term with a
clear plan and a strong leadership team in place to deliver on the plan.

111 now turn the call over to Jim.

James R. Hatfield
/ c ;5lU¢/H of L . " * /al Officer

Thank you, Don, and thank you everyone for joining us on the call. This morning, we reported our financial results
for the fourth quarter and full year 2o15

As you can see on slide 3 of the materials, we had a solid year and ended on a strong note. Before I review the
details of our 20 15 results, let me touch on a few highlights from the quarter. For the fourth quartero f2o 15, we
earned $ o .37 per share compared to $ o.o5 per share in the fourth quarterof2o 14 .
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Slide 4 outlines the variances which drove the increase in our quarterly earnings per share. Looldng at gross
margin, higher retail sales, favorable weather and the adjustment mechanisms were all positive contributors. Also,
as we anticipated lower operations and maintenance expenses in the fourth quarter of 2o15 compared to 2014
improved earnings largely due to lower planned fossil outages.

Now turning to slide 5, let's review some of the details of our full year results. We delivered positive results in the
top end of our guidance range, earning S3.92per share compared to $3.58 per share in 2014, and earned a
consolidated ROE of9.7 %which was in line with our goal of achieving more than 9.5%.

Gross margin was a positive driver for the year, including favorableyear-over-year weather. The adjustment
mechanisms were also earnings accretive in 2015, including the loss lived cost recovery mechanism, transmission,
and our Arizona Sun program.The Four Corners rate change that went into effect on January 1, 2015 was the
largest driver in gross margin. However, keep in mind that the Four Corners rate change was largely offset in
D8zA.

Power usage by APScustomers in 2015 versus2o 14 contributed to earnings. Weather-normalized retail ldlowatt-
hour sales, after the effects ofenergy efficiency, customerbehavior, and distributed generation, were up 07 %
year-over-year. 2015 was our strongest year for retail sales growth since 2008, includingthreeout of four quarters
in which combined customer and usage growth outweighed the impacts of energy efficiency and distributed
generation.

Operations and maintenance expense was lower in 2015 compared to 2014 due in part to our o going cost
management efforts. The largest reductions includes decrease in employee benefit costs and lower costs related to
Fossil planned outages. Lower interest expense, net ofAFUDC, was another benefit to earnings to 2015 compared
to 20 14 The decrease included reduced interest charges resulting from refinancing long-term debt at a lower rate
and higher construction work-in-progress balances benefiting AFUDC.

I
I
I

Higher depreciation and amortization expense was a primary headwind to 2015 earnings as compared to 2 o14.As
we reported all year, higher D8zA decreased earnings due in part to the absence of the 2014 FourCorners cost
deferrals and related 2015 amortization of the deferrals and the costs associated with the Four Corners ac quisition
in 2013. Additional plant in service also reduced year-over-year earnings.

Because Arizona's economy is an integral part of our business story, let me highlight to you the trends we are
seeing in our local economy and in particular the Metro Phoenix area. By and large, what you see on slide 6 is a
continuation ofa consistent growth trend we'vebeen describing for you the last couple of years. Job growth in the
fourth quarter in the Metro Phoenix area remains above the national average as it has for the past I8 quarter s. As
seen on the upper panel, Metro Phoenix addedjobs at a 2.8% year -over-year rate. This job growth is broad-based,
with the construction,healthcare, tourism, Financial, business sectors, consumer services sectors, each addingjobs
at a rate above 3%. .

Notably , the construction sector has been addingjobs in the last two quarters at a rate of above 7%. Growth in
eonsumerspending remains robust, and the housing market continues to strengthen. Our expectation for the
Metro Phoenix housing permit can be seen in the lower panel. In 2015, the housing market recorded its best year
since 2007 for both total permits and the single -family sector by itself, with almost 22,0 OO permits and 15,000
permits, respectively. This level ofsingle -family permit activity represents an increase over the prior year of
almost50%. As you can see on the slide, we expect the housing market to improve in 2016, with total housing
permits within a range of 25 ,coo to 32,0 OO.
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In summary , the Metro Phoenix economy continues to grow steadily and is positioned for stronger growth in the
next couple ofyears.AsI have mentioned before, Arizona and Metro Phoenix remain attractive places to live and
do business, especially as it is situated relative to the high~cost California market. 2015 was betterthan 2014 in
terms of job growth, income growth, consumer spending and new construction, and we expect to see 2016 to be
better than 2015.

Reflecting the steady improvement in economic conditions,APSretail customerbase grew 1 .3%compared with
the fourth quarterlast year,and 1 .2%year-over-year. We expect that this growth rate will gradually acceleiatein
response to the economic growth trends I just discussed. Importantly, the long-term fundamentals supporting
future population,job growth and economic development in Arizona appear to be in place.

Now we'll review our earnings guidance and financial outlook Last quarter, we issued Pinnacle West's
consolidated ongoing earnings for 2016, which we continue to expect to be in the range of S3 .90 to $4. 10 per
share. The adjustment mechanism, particularly Transmission and the LFCR, along with modest sales growth and
normal weather, remain the key gross margin drivers.

O&M is above trend in 2016. However, non-outage O8zM spending remains flat. As you may recall, last year we
reported that we had moved a planned Four Corners unit outage from 2015 to 2016. 2016 includes major planned
outages of both Four Corners and Cholla. The planned 82 -day major overhaul at Four Corners Unit 5 started in
January, which creates a Q1 2016 earnings headwind of about $0.13 quarter-over-quarter. Keep in mind, this was
factored into our guidance. Overall, our focus remains on ourcost management efforts as we look through 2016
and beyond, but the outages are a priority for us this year.

One other comment on O&M, the funded status of our pension plan remains strong at 88% as of year -end 2015.
The continued implementation of our liability-driven investment strategy has helped us keep costs down.There is
a slide in the appendix with additional details on our pension plan. You ll End a complete list offactors and
assumptions underlying our guidance in the appendix to our slides, which are unchanged. As Don mentioned, our
balance sheet remains strong I will outline our financing plan and how the impact of bonus depreciation is
facto red in.

We already assumed a two-yearextension of bonus depreciation that was incorporated into our rate base
disclosures in the last earnings call. Our updated estimates can be found in the appendix, which show an
incremental reduction in rate base of approximately S 2oo million in 2018 as a result of the bonus depreciation.
However, the extension also results in approximately S550 million of total cash benefits through 2019, which
provides financing flexibility over that time horizon.

In terms ofcapital expenditures, we anticipate APS' spend to average around $1.2 billion annually from 2016 to
2018, which will be primarily funded through internally generated cash flow. With this capital spe riding level,
taldng into accountthe bonus depreciation,we continue to expect our rate base to growat a - average annualrate
of 6% to 7 %through 2018.

Turning to 2016 financing,we plan to refinance a S 250 million maturity in August and anticipate issu ing up to
$400 million of additional long-term debt, Overall, liquidity remains very strong. At the end of2o 15, neither
Pinnacle West no rAPS had any short-term debt outstanding.

!
I

In summary, given the strength of our balance sheet, coupled with the extent sign of bonus depreciation, we no
longer forecast the need for additional equity. The net effect of bonus depreciation and the removal ofequity
leaves us relatively neutral from an earnings perspective. We will continue to review our capital forecasts to
identify additional investment opportunities as we move forward
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This concludes our prepared remarks. Ill now the turn the call back over to the operator for questions.

QUESTION AND ANSWER SECTION

Operator: Thank you. We will now be conducting our question-and-answer session. [Operatorlnstructions]
Thank you. Our first question comes from the line of Dan Eggers with Credit Suisse. Please proceed with your
question.

Daniel L. Eggers
f

Hey. Good morning, guys.

Donald E. Brandt

i

iaeir 4 Ania Executive Officer

Good morning, Dan. l

Daniel L. Eggers

Hey. Just on the revenue per customer decoupling mechanism you talked about in your opening remer ks, you said
there were going to be some adjuster mechanisms as you go to try and rebalance to keep you guys whole. Can you
just explain to me how that's going to work and land of how you propose for that to work going forward?

Donald E. Brandt

Jeff's sitting right here, Dan. 111 let him try on that one.

Jeffrey B. Guldner
Seniori

i
I

Sure. Dan, so there was an extensive discussion in Arizona a fewy ears ago around decoupling mechanisms in
general. In our last rate case, we had proposed that LFCRmechanism essentially from the settlement process. But
the way a revenue percustomermechanism would working it takes into account all of the different adju stments.
So, weather, sales, as well as just other changes to - essentially changes to the normal revenue requirement
process. But what it does is it looks at it to accommodate customergrowth, right? So, as customers growing, were
malting additional investments into the sy stem. We need to be able to pick up the additional costs that comes from
that growth. Does that make sense?

Daniel L. Eggers
- .. Suisse Secjtties (US¢l

Y eah. That makes sense. Okay. Don, you also said you guys were going to change the kind of the peak period from
a demand charge perspective or a pricing perspective. What hours are you looldng to move that to?

D o n a l d  E .  B r a n d t
. r  . Uhld Executive Officer
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Have we arrived at those yet, Jeff?

Jeffrey B. Guldner
. . »

We're still worldngthrough obviously the stakeholder process,but pushing it more towards later in the day
because that's where you see the needs essentially focused on the peak.

Daniel L. Eggers

Okay. So, ldnd of the evening, early evening hours, I guess, that was the hours or so?

Jeffrey B. Guldner

Yes. Early evening. We've got at current - current rates, the primary timeofuse rate is the 12:00 to 7 :OO peak
period. And so, to both shorten that up and then move it out later in the day. And that's partly responding to the
duck curve, what you see in the wholesale market out here from the overgeneration that happens in the middle of
the day .

Donald E. Brandt
.

As our summer peak this last year was 5 :oo to 6:00 in the afternoon, early evening. And that's been typically the
time of hitting our peak.

Daniel L. Eggers

Okay. Got it. Andl guess, how do you guys see this we rldng,I guess, with all the parties involved? Obviously, the
Nevada process has gotten challenged and may be a little bit sloppy in retrospect. Do you see common ground
where this works to get to a fair conclusion all the way around or this is probably going to be a contentious
process?

Donald E. Brandt

Well, Bethink there will be some additional elements in this than typical, but the last few cases have been very well -
organized and executed by all 22, 23 parties and that's certainly, I think, the direction we, the staff, RUCO and the
vast majority of the parties would intend to proceed.

Daniel L. Eggers
- re Secumesi .; ;

Should we watch the UniSource case as indicative of what you guys will try and accomplish as well?

James R. Hatfield
.

UniSource is going to be an important discussion.That's the first case in the state that's really focused on the
changes to residential rate design That's why we've got four witnesses in that case. So, obviously, that's pr obably a
case to watch.
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Daniel L. Eggers
.  S u i s s e  5 e c u me s ( U S

Got it. Thank you, guys.

Donald E. Brandt
: M d  E xe cu t 1 v=

Thank you.

Operator: Our next question comes from the line ofShar Pourreza with Guggenheim. Please proceed with your
question.

Shahriar PouiTe2a

Good morning, everyone.

James R. Hatfield
Df l i c 8

Hey, Shar.

Shahriar Pourreza

So,just on the shifting of the demand rates to later in the day, is there any potential impact if we get a successful
launch of the ElM? Can that - sort of that peak demand period smooth out a little bit?

Jeffrey B. Guldner

l

I No - Shar, this is Jeff. The ElM helps balance really inter-hour- it's not affecting the underlying wholesale
market. So, what you see in that shift - and it's not the shifted demand rates, but that shift to the time of use
period, the peak period out to later in the day is reflecting that ramp that comes later in the day from the duck
curve.

Shahriar Pourreza Q
anywhere in the process,Got it. Okay. That's helpful. And then, just thinldng about sort of- have you -are we -

as far as looldng at gas storage opportunities right now, aroundAPS?

LJames R. Hatfield
ve v»cepres/der! .

No. Nothing in the process.

Shahriar Pourreza

Got it. Okay. And then lastly, the toll, does sort ofexpire, I think, next year -any new updates there, as far as
looldng at new build or acquiring end-stage generation or another toll?
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James R. Hatfield
IlCé*"V:'S!U8/T

Well, we will be going out next month, I believe, with an all resource RFP for - with a beginning date later this
decade, is really designed - not only the heat rate options, which are not flexible, that have been - or will expire.
And then, we have a toll in 16 and a toll in 19, so this process -and well get, being an all resource, I expect to see
various resources in there. And well evaluate that and evaluate where we are and what we need. And well move
from there.

Shahriar Pourreza

Okay. Got it. But new build is still an option?

James R. Hatfield
r 1der1 and C h - Moa

Yeah. I think we have great optionality here. I mean, we can extend the tolls short term, longterm. We could new
build, fit was the right thing to do. But right now, welljust see what comes into the RFP.

Shahriar PouiTeza

Excellent.Thanks, Jim and Don.

Operator: Our next question comes from the line ofMichael Weinstein with UBS. Please proceed with your
question.

Michael Weinstein

lHi, guys - in regard to the shifting of the time of use rates to later in the day, how much value do you really see
shifting or being shifted as a result of that change?

Jeffrey B. Guldner

This is Jeff. So, what you're trying to do -we have a fuel adjuster, right, which is going to pickup essentiadlythe
cost of the fuel burn. But what you're trying to do, and shift that out later, is to align the customer response with
when we see the need for - essentially conservation on the system. And so, what it's trying -go ahead.

Michael Weinstein
IQ- . _

I guess what I'm asldng is, how much value is being lost right now by having the time of use rates pealdng too
early in the day?

Jeffrey B. Guldner

It's a customer issue. So if you have the timeof use rates fixed, you don't have essentially -. for example, on the
solar side, you're not providing credit at noon at a peak rate, when the wholesale market is negative.

l
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Michael Weinstein Q
I see. So this is - I guess what I'm trying to End out is, how much money is the utility losing by providing peak
pricing at times ofnon-peakusage.

James R. Hatfield /
Execut /ice PresidentandChefFinam=e Jfticsr

Y eah. Michael, there's no money lostfor APS. Its really a shifting and sending the right price signals to what was
done when they were put in before, to what we're seeing in todays market price. It's an alignment issue.

Michael Weinstein

Do you have any sense of how much of the shift - how much, in dollar terms, that shift is?

Jeffrey B. Guldner
.i .I

It's really - its a rate design issue. So, it's land of - its part of the rate design process. We're trying to align the
retail rates with the wholesale market.

Michael Weinstein

Okay. Also, Doug - yes, I was just going to shift to another question. But we can talk more about that offline.

Donald E. Brandt

was just going to say - the issue is, it's rate design, so its revenue-neutral. So..

Michael Weinstein

I understand its revenue-neutral I'mjust trying to get at, what's the impact on solar - on the third-party solar in
the state, and how - what's the impact on them, interns of cost shifting, and what land orate shift will they see
as a result? How is this going to impact adoption rates, right?

And a separate topic, Doug Little was recently in NewYorkCity, and he was talking about reducing regulatory lag
as a high priority. This goes along the lines of you applying for a decoupling mechanism. I'mjust wondering - are
there other fo runs orate lag, structural rate lag, that you could seekto eliminate under the new Commission
makeup?

Jeffrey B. Guldner
I

We've made a fair number of changes, really over the last probably two or three rate cases that have picked that
up. A lot ofit comes in the time to process the case and trying to get that processing time down to a year or so. And
things we've done with that are, for example, pre-filing the discovery. So, we don't wait - file the case, wait for
three months or four months, and then begin the discovery process. And so, a lot of that has been worked out.
Obviously, adjustermechanisms and how you can we rkon adjustment mechanisms can help smooth that even
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further. And so, that's probably going to be someofthe discussion youil see and that's part of what we've been
talldng about with stakeholders.

Michael Weinstein

Right. Are there any important differences between your rate design and the UNS case, the UNS rate design that
we should be looldng for as we watch that case?

Jeffrey B. Guldner
1

think the general issue that's coming up in UNS is how it's going to apply broadly across the customer base, and
so the Commission staffhad proposed that the three-part rate design be applied to all residential customers. And
that's one of the key issues to lookout, I think.

Michael Weinstein

Okay. Thank you.

Operator: Our next question comes from the line of Ali Agha with SunTrust. Pleaseproceed with yourquestion.

i
i

" 1y  Inc
Ali Ag ha

Thank you. Good morning.

James R. Hatfield

Good morning, Ali.

Ali Ag ha

I.

Good morning. Jim, first, I wanted to clarify your comment when you said with bonus depreciation extensio n,
equity needs have been taken out of the equation. Does that mean through this 2018 period or when at the earliest
do you now see any need for equity?

4 \

James R. Hatfield
; - ... Presluen andChef Fr

I don't see any equity needs, Ali, through the planning horizon.

AliAgha QHumphrey Lr

And that runs through 2018?

\/J . iaf.:;,3,.,.ar
James R. Hatfield

Y es, but through this -the end of this decade, frankly.
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AliAgha

End of this decade, okay. And then, secondly, given the effect, as lookout yourupdated rate base numbers,so iI
take 2015 as the starting point, so 2015 through 2018 CAGRis above 6%. So, should we assume EPS should pretty
much follow that since theres no equity dilution to factorial or how should we think about the EPS CAGR there?

James R. Hatfield
)faricaIicePresrde/1 andCh~

lBethink as we've said in the past, EPS CAGR is somewherebetween rate base growth and dividend growth, if you
think about those as our two boundaries.

Ali Ag ha
Humphrey i n

And dividend growth, you talkedabout4%annually, ill recall correctly?

Ag r . . . .  n  z -. .1~ f an '

James R. Hatfield

5% was the last dividend increase.

Ali Ag ha

Okay. Okay. And then, a question to you, Don. I wanted to get your view, we've seen a pickup in consolidation. In
the utility space, we have seen very large premiums being paid out there. Just we ordering what your perspective is
and do you see a role for Pinnacle West in that consolidation process we're seeing out there.

Donald E. Brandt

Well, you're right, theres lots going on out there, but we don't really comment onM&A. I will say we're focused on
our excellent operations and continuing that And we believe that OL1I growing earnings and will provide
shareholder value without combining operations with another entity.

Ali Ag ha

But would you agree with the assessment that valuations that have been paid appear excessive or do you think
those are reasonable out there?

Donald E. Brandt
. h e i Fx H

Bethink each one of them is unique to the specific transaction.

Ali Agha ohumph/ey /H

Fair enough. Thank you.
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Operator: Our next question comes from the line ofCharles Fishman with Morningstar. Please proceed with
your question.

Charles Fishman
.f Research

Thank you. Jim, Adjust want to confirm, ROEfor 2015 you said 9.77% and Im assuming that's weather
normalized?

James R. Hatfeld
land i31 Jfica

No, that's based on the $3.92 and that's at the Pinnacle level.

Charles Fishman
. . 31711

Okay. Okay. So it's a book level?

James R. Hatfield
Dflca

Yes.

Charles Fishman

- how - am comparingAnd do you have it for - well, Im looldng at my model and I have 9.6%lastyear. What
apples-to-apples?

James R. Hatfield

I think that's pretty close. Yes.

Charles Fishman

Okay. That's all I have. Thank you.

Operator: Our next question comes from the line of Andy Levi with Avon Capital. Please proceed with your
question.

Andrew Levi

Actually, all my questions have been answered. Butnice to hear a call where there are no -you make your
numbers, your forecast is good and that there's no like pension plugs or anything like that. So that's it. And all my
questionshavebeen answered Thank you.

James R. Hatfield
. . .J Chef Financial Oflfe

Thank you, Andy.
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Donald E. Brandt
.

Thanks Andy, we like it that way too.

Operator: We have no further questions at this time. I would now like to turn the floor backoverto management
for closing or additional comments.

Paul J. Mountain

Thank you, Christine, and thanks everybody for joining us today. We will talk to you soon and that concludes our
call.

Operator: Ladies and gent1emen,this does conclude todays teleconference. You may disconnect your lines at
this time. Thank you for your participation and have a wonderful day.I
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MANAGEMENT DISCUSSION SECTION

Operator: Greetings, and welcome to the Pinnacle West Capital Corporation First Quarter2o 16 Earnings
Conference Call. At this time, all participants are in a listen-only mode. A briefquestion-and-answersession will
follow the formal presentation A briefquestion~and-answer session will follow the formal presentation. [Operator
Instructions] As a reminder, this conference is being recorded.I

I
I

It is now my pleasure to introduce your host, Paul Mountain, Director oflnvestorRelations. Thank you, sir. You
may begin.

Paul J. Mountain
/€Stof Relmons

Thank you, Christine. I'd like to thankeveryonefor participating in this conference call andwebcast to review our
first quarter 20 16 earnings, recent developments and operating performance. Our speakers today will be our
Chairman and CEO, Don Brandt; and our CFO, Jim Hatfield. Jeff Guldner, APS' Senior Vice President of Public
Policy; and Mark Schiavoni, APS'ChiefOperating Officer, are also here with us.

First, we need to cover a few details with you. The slides that we will be using are available on our Investor
Relations website along with our earnings release and related information.Note that the slides contain
reconciliations ofcertain non-GAAP financial information.
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Today's comments and our slides contain forward-looldng statements based on current expectations, and the
company assumes no obligation to update these statements. Because actual results may differ materially from
expectations, we caution you not to place undue reliance on these statements.

Our first quarter Form 10-Qwas tiled this morning.Pleaserefer to that document for forwardlooldng statements
cautionary language as well as the risk factors in MD8zA sections, which identify risks and uncertainties that could
cause actual results to differ materially from those contained in our disclosures. A replay of this call will be
available shortly on ourwebsitefor the next30 days. It will also be available by telephone through May 6.

will now turn the call over to Don.

Donald E. Brandt

Thanks, Paul, and thank you all forjoining us today. 2016 has started off with a solid first quarter, very much in
line with our expectations, and we remain well-posidoned to meet our financial commitments thisyear.We're
focused on operational execution and APS's rate case filing planned for June 1 .

We have had planned outages at both units at the Four Corners generating fossil plant and at the Palo Verde
Nuclear Generating Station. Jim will discuss the financial impact, but the Four Corners planned outages were the
primary headwind in our first quarter results compared to the first quarter of2015. The Four Corners Unit 5
major outage began in late January, while Unit 4's outage started in March with both expected online very s oon.

I.
I

Palo Verde's planned Unit 1 refueling outage began on April 10. Palo Verde continues to perform exceptionally
well. The site recently completed a peer evaluation by the World Association of Nuclear Operations, oregANO, as
it's known, and by the Institute of Nuclear Power Operations, or INFO, and received exceptionally positive
feedback from this evaluation.

On a related note, Maria Lacal, who's been instrumental in Palo Verde's success, has been promoted to Senior Vice
President of Regulatory and Oversight for Palo Verde. Maria, I knowyoure listening, so thank you for allyou've
done to make Palo Verde one of the safest and best performing nuclear plants in the nation.

We're malting progress on our capital investment program. We're building a 40 MW utility scale solar facility,
known as Red Rock Solar, where our major customers, ASU and PayPal, have agreed to buy the power and will
also receive the renewable energy credits. We signed an agreement with a data center to constructs micro grid at
their location in No rth Phoenix. This will be the second microgrid APS is partnering on in our service territory.
The first with the Department of the Navy's Marine Corps Air Station Yuma, the Red Rock Solar and microgrid
projects represent unique opportunities to develop innovative solutions for our customers.

Additio rally, as part of the APS Solar Partner Program, we're the first utility in the nation to use advanced
technology to manage solar generation through the use ofadvanced inverters. The inverters APS is using recently
received Underwriters Laboratories Certification. This is an important milestone, since we require that all
equipment on the grid be certified by UL. The advanced inv enters allow us full command and control of the
devices we own, which includes ramping up or curtailing power and enabling two-way powertlows.

Turning to the regulatory calendar. The Arizona Corpo radon Commission and staffhave been managing a full
schedule.The UNS rate case hearings took place in March. We were engaged in the residential rate design portion
of that docket. The discussion centered on the deployment ofthree-part rates, which include an energy
component, a demand compo rent, and a customer charge. A final decision is expected this summer.
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We also filed testimony in the value and cost o f distributed generation docket. Hearings began onApri118 and are
expected to conclude in early May. There is not a set timetable for a decision. The outcome of this docket is
anticipated to outline a statewide methodology of how the cost ofservice for solar customers will be handled as
well as how the value of solar will be determined

We do not expect to have decisions on these two dockets beforeourJune 1 rate case tiling date, but our
engagement in each process has provided insight on rate design. Residential rate design is an area where we will
propose changes to better align costs with prices, including proposing three-part rates for most residential
custo mers as well as shifting our time of use periods to .later in the day .

Well also request the deferral of costs related to two large capital projects that well be investing in. The selective
catalytic reduction controls orSCRs as they're known, at Four Corners, and the fast ramping natural gas
modernization project at our Ocotillo site. These investments total over $900 million over the next few years with
in-service dates of2o 18 and 2019, respectively.

And in the case of the SCRs, since the timing of installations will be close to the end of this rate case, well al so
propose a step mechanism to reflect the deferred SCR costs similar to the treatment of the Four Corners
acquisition. Our overall rate tiling theme centers on clean energy, sustainability, innovation, and technological
options for customers.

Lastly, Ill comment on recent development. Earlier this month, a constitutional ballot initiative supported by
SolarCity that was related to distributed generation and rate making was filed with the Arizona Secretary of State
in an effort to put the initiative on the November 2016 ballot

I

In response, two bills were introduced this week in the Arizona Legislature that would have offeredcornpeting
referendums for Arizona voters to consider. Very late yesterday, the SolarCity ballot initiative and the two bills
were pulled from consideration. The Arizona utility industry and SolarCity agree to fUrther dialog in the future to
seeks construcdveoutcome on net metering.

i

In closing, we're delivering on our commitments and continue to be well -positioned for a solid year in 2016. We're
focused on operational ex cellence and positioning APS as a sustainable leader through strategic capital
investments and a forward thinldng rate filing.

Ii] now turn the callower to Jim.

James R. Hatfield

Thank you, Don, and thank you again, everyone, for joining us on the call. This morning we reported our financial
results for the first quarterof2o 16, which were in line with our expectations.

As you can see on slide three of the materials, for the first quarter of2o 16, we earned S 0.04 per share compared to
S O . 14 per share in the first quarter of2o 15 The primary drivers were higher gross margin offset by higher
operations and maintenance expense. Several factors contributed to the gross margin in the first quarter,
including favorable weather. The net effect ofweathervariations increased earnings by $0.02 per share, although,
weather in both 2016 and 2015 first quarters were less favorable than the normal 10-yearaverages, heating
degree-days were 57% higher in the first quarter of this year compared to last year.
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Higher usage by APS' customers compared to the first quarters year ago added $0.01 to gross margin. Weather-
no rmalized retail ldlowatt-hour sales increased 1.3%in the first quarter of2o 16 versus 2015. The transmission
adjustment mechanisms in the Arizona Sun program also added to the first quarter gross margin. We still expect a
Lost Fixed Cost Recovery mechanism or LFCRto be a positive driver for the year. The fav arability would be more
heavily weighted in the second halfofthe year.

Now, turning to O&M, as Don mentioned earlier, higher O8zM was a primary headwind to first quarter 2016
earnings compared to 2015, largely driven by the major planned outage at Four Corners Unit 5 that began in late
January. In line with our expectations, the outage costs decreased earnings by about $0.13 quarter-over-quarter.

The Four Corners Unit4 and Unit 5 planned outages will both conclude in the second quarter, which will prov de
a headwind similar to the first quarter consistentwith guidance.

Lastly , a briefnote on depreciation and amortization expenses, lower D8rA increased earnings by $ o.o1 in the first
quarter. This variance includes higher expenses resulting from addition al plant if service which were offset by a
lower depreciation related to the extension of the Palo Verde sale leaseback.

As Arizona's economy continues to be an integral part of our business story, Ill highlight next the trends we're
seeing in the local economy and in particular, the Metro Phoenix area. What you see on slide four is a continuation
of the consistent growth trend we've been describing for you the last couple of years. Job growth in the first
quarter of2o 16 in the Metro Phoenix area remained above the national average as it has for nearly five years. As
seen on the upper panel, Metro Phoenix addedjobs at a 3.6%year-over-year rate. This job growth is broad-based
with construction, business services, financial services and healthcare showing strong sectoral strength, adding
jobs at a clip above4%year-over-year.

The job growth in Phoenix economy is driving robust population migration. Of the 15 largest U.S. metro areas,
Phoenix ranked third in nation in 2015 population growth, behind only Houston and Dallas, which is influencing
the trends in the Metro Phoenix housing permits as can be seen in the lower panel of slide four. In 2015, Phoenix
saw the housing market record its best year since 2007 for both total permits and the single -family sector by itself
with almost 22,000 permits and 15,0 oo permits, respectively. This growth trend continued in the first quarter of
2016 as single-family permits grew nearly35%over last year's first quarter.

We expect the housing market to continue to improve throughout this year with annual total housing permits fall
probably in the range of 25,ooo to 32,000.

In summary, the Metro Phoenix economy continues to grow steadily and is positioned for stronger growth over
the next couple of years.

Additionally,Arizona and Metro Phoenix remain attractive places to live and do business, especially as they are
situated relative to the large but higher cost California market. Reflecting the steady improvement in economic
conditions, APS'retail customer base grew 1 . 3%compared with the first quarter last year.

We expect that this growth ratewillgradually accelerate in response to the economic growth trends I just
discussed. Importantly, the lo ng-term fundamentals supporting future population, jobgrowth and economic
development in Arizona appear to be in place.

In closing, I will review our earnings guidance and financial outlook. We continue to expect Pinnacle West
consolidated ongoing earnings for 2016will be in the range ofS3 .90 per share to S4. 10 per share. The adjustment
mechanisms, particularly transmission and the LFCR along with modest sales growth and normal weather remain
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the key gross margin drivers. You ll End a complete list offactors and assumptions underlying in our guidance
included on slide iv e, which are unc hanged from last year. Looldng ahead to 2016 financing, we plan to refinance
a $250 million August maturity and anticipate issuing up to S400 million ofadditional long -term debt.

Overall, our balance sheet and liquidity remain very strong. During the first quarter, APSincreasedits commercial
paper program from S 250 million to $500 million. At the end of the quarter, Pinnacle West had no short -term
borrowings, and APS had S 262 million of commercial paper outstanding. Finally, our rate bas e growth outlook
remains 6% to 7 %through 2018, and our forecast does not include the need for additional equity.

This concludes our prepared remarks. 111 now turn the call back over to the operator for questions.

QUESTION AND ANSWER SECTION

Operator: Thank you. We will now be conducing a question-and-answersession. [Operator Instructions] Thank
y ou. Our first question comes from the line of Greg Gordon with Evercore. Please proceed with your question.

Greg Gordon

Thanks. Hey, Don, a couple ofquestions. First on the...

Donald E. Brandt

Good morning, Greg.

Greg Gordon

I
I

...all the activity in the capital around the net metering, the legislation. Is it your expectation that you are going to
be able to substantively settle issues around net metering in the context ofy our rate case, or do you think that
whatever happens in the UniSource case is going to be precedential, some combination of both? Is your
expectation that you ll be able to effectively bury the hatchet with the solar leasing guys and figure out a scenario
that makes everybody happy?

Donald E. Brandt
my Exp

Thanks, Greg, and thanks for being on the call. Our expectation at this point is to sit down and we and the rest of
the utility industry in Arizona and have a good faith discussions with representatives of the solar leasing industry
and see where that takes us.

Greg Gordon

But do you expect that those conversations would happen soon enough to affect the outcomeofthe UniSource
case, or will the commission just make a move to change the tariffs in the way...

Donald E. Brandt
'resraail a L; . 44.
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Jeffs sitting up here. 111 let him chime in on the UNS case.

Jeffrey B. Guldner
Pre

Hey, Greg. It's Jeff. The UNS case is moving into settlement discussions, so theyre through hearing, and so I
expect that's going to just continue on the path that it's on. And then our case us queued upto file on June 1. So,
right now there is a bunch ofdifferent paths that are moving, and just have to see how they intersect.

Greg Gordon

Okay. I've got a bunch of other questions, but 111 go to the back ofa queue. Thanks, guys.

Operator: Our next question comes from the line ofJulien Dumoulin-Smith with UBS. Please proceed with your
question.

Julien Dumoulin-Smith

Hi, good morning.

James R. Hatfield
/deN and C h.

Hey, Julien.

Julien Dumoulin-Smith

Hey, so wanted to follow up a little bit on that solar question. I'd be curious what exactly is the mediation that you
talked about here as far as the deal with the SolarCity, and the rest of the solar crowd here. What could that

ultimately come outofthat, what is the scope of that, perhaps is the most precise question?

Jeffrey B. Guldner

Hey, Julien. Its Jeff. So the scope is, sit down and lookout -certainly there have been somethings that have
happened elsewhere and look at what we can talk about in Arizona. And so, it needs to have an Arizona focus, we
are different than other parts of the country, but we certainly are open to sitting down and having good faith
discussions with folks on the rooftop solar side.

Julien Dumoulin-Smith

So, what happened in New York, is that what you're saying?

Jeffrey B. Guldner
3/. Arizona PZ

Yes. So, there are a different things with the framework, but NewYorkis obviously a different situation, and those
talks were broader, and also involved some community solar aspects, and so I think the important thing is
understanding Arizona has got a different setting, if you will, but still there is certainty room for discussions.
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Julien Dumoulin-Smith
mes Lu

And just to clarify , what's the timeline on that?Just as it relates to sort ofGreg's question here with the Tucson
case being precedential or your own case, et cetera?

Jeffrey B. Guld her
- PresidentPublic Z - -

So, we're worldng to schedule the discussion right now, but how they intersect, it's too early to say.

Julien Dumoulin-Smith

Got it. Okay, fair enough. And then moving back to the transmission side,TransCanyonI supposeJV of sorts. I'd
be curious what are you guys lo old ng at now that PG&E is in the mix and how widespread is this, is there anything
specific you can speak to in terms ofFERC 1 ,coo processes et cetera that you're looking at?

James R. Hatfield

No. The PG&E partnership, we believe, at TransCanyon willgiveus more opportunity sets if you will. I think, the
scope ofTransCanyon has not changed, it's still focused in the WECC region and well continue to be active where
we can on a transmission project.

Julien Dumoulin-Smith
L L L l

lRight. And just to clarify here, given someofthe bankruptcies in this sector, is there any opportunity to revisit
certain transmission line?

James R. Hatfield

I don't think so.

Julien Dumoulin-Smith

i. Okay. All right, great. 111 leave it there. 111 get back in the queue.

Operator: Our next question comes from the line of Ali Agha with SunTrust. Please proceed with your questio n.

Ali Agha
- . . . Hy Fm;

Thank you. Good morning.

Donald E. Brandt
.4

Good morning, Ali.
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Jeffrey B. Guldner

Good morning.

AliAgha
thomsonHumphrey lr

First, Jim, wanted to clarify, I believe ill heard you correctly you were saying the outage at Four Corners impacted
the first quarter by S 0.13 and that you expect is similar hit in second quarteras well, $ o .13 is that the way we
should think about it?

James R. Hatfield
Dffice

i

No. As we said on the fourth quarter call, headwind would be $0.13 in the first quarter and it was. I think Four
Corners 5 is online now and so we're having a little bleed into the second quarter but certainly the majority of the
impact is first quarter driven.

AliAgha

Isee, so, more like a couple ofpennies in the seeondquarter?

James R. Hatfield

Yes.

AliAgha
I

I
Okay. And then secondly, just to get a sense, a lot of moving parts around the solar issue, but do you still have that
value and cost of solar process going on as well?And so is that still be the key sort of path, sort of the critical path
if you will to finally the commission reaching some conclusion on what they want to do with solar orate these
other discussions taldng precedence, can you just line it up for us, like what is the key critical path item hereto
clarify the solar situation?

Jeffrey B. Guldner

So, Ali, this is Jeff. So youVegot sort of value and cost for solar docket,which is a generic docket, is moving
through hearings right now and then that will go into briefings and provide the commission with information, but
it's another separate track.And so, the challenge right now is theres multiple separate tracks that are moving
forward and we don't know how those are getting intersect. And so, if the value and costofsolar docket results in
findings and conclusions, then presumably those get factored into rate cases or other things.

Ali Ag ha QHumphrey Inc

Okay .

9FA CTSFT:  c al l  s t r eet
1-877-FACTSET www.calIstreet.com Copyright ©2001-2016 FactSet CalIStreet LLC

K-ACC00031
Page 9 of 17



(PNW)Pinnacle West Capital Corp.
Q1 2016 Eamings Call

Q Corrected Transcript
29-Apr-2016

Jeffrey B. Guldner
-  . Polio/Anzo . :

But it's unclear where that's going right now. It's still in the hearing.

AliAgha
sonHumpheylr

I see. So, when you file your rate case, June 1, assuming all of this is still out there, will you basically layout what
you assume makes sense and then put that as part of the rate case filing or do you leave it blanker conceptually
how should we think about that?

Jeffrey B. Guldner

No. Web/e got a plan. Our plan in the rate case tiling continues to be around making changes to the residential rate
design and moving to a three -part rate structure and that's what you ll see proposed in our case. Now, what the
commission does with that and how they overlay some of theseotherdockets, that's something that something
will be discussed But that's the change here in Arizo na as a lot of the focus has moved into their rate design
portion of these rate cases and in the past there's been much more around the revenue requirement side. So, we're
seeing a lot of interest and a lot of desire to talk about rate design and these other dockets are helping to feed into
that discussion.

AliAgha
Hnmnhnu l

|

I

I

I

Last question. Don, in the recent past and even in the last couple of years, there's been clearly a trend towards
consolidation in the sector. Just from an industry observer point of view, wanted to get your sense of how you're
looldng at that changing landscape and given valuations as they are, does that land of make sense as far as the
ongoing consolidation trend that we're seeing in this overall utility sector?

Donald E. Brandt
J .

Ali, I think the best way to respond to thats we're focused on running an exceptional utility in one of the fastest
growing territories in the United States.

AliAgha

Okay.Thankyou.

Operator: Our next question comes from the line ofMichael Lap ides with Goldman Sachs. Please proceed with
your question.

Michael Lap ides o
Hey, guys. Real quicken the rate caseprocess,I want to make sure I'm thinldng about this, that you're thinldng
that the rate case would end with a step-up that probably comes midQo17 and then another step-up to reflect the
SCRs like at the end of2o 18, beginning of2019 timeframe?Am I thinldng about that right?That's the first
question.
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l
lAnd then the second question is a little more nuanced. In your 2016 guidance, what do you assume for the

revenue step-up related to both transmission and the LFCR?

Jeffrey B. Guldner

Michael, this is Jeff. So, let me just talk on the rate case side, and then Jim can follow up on the second part of
your question.

So, similar to Four Corners, we're looldng at a combination of- we're asldng in this case for the commission to
consider combination of mechanisms that wouldaffect - that would go into place after the case has concluded.
One of them would be a step increase. So, if the case was concluded and rates went intoeffect in mid-2017, that
would be the outcome of just the rate case result. And then a step inc lease later would be factored into that, and so
thats similar if you want to go look at what happened in the Four Corners'decision in our last rate case, and it just
reflects the fact that a timing of some of these planned additions occur afterthey're too far out. And if we dont
address it with some land of a step mechanism, then you come right back in on another rate case pretty quickly.

And then, Jim, canyoutalkabout the...

James R. Hatfield
v . .

Yes. So, Miehael, we haven't really disclosed individually transmission, LFCR, other than to say thatthosetwo
together are a large part of the gross margin increase. But keep in mind one thing about transmission last year, we
had the one-time decrease in transmission revenues reflecting ouriiling, so we don't expect to have that this year.

Michael Lap ides

Got it. Just coming back to the rate case and the incremental step-up piece. Is the step-upjust for the SCRs? Is
there a chance you could potentially get a step-up in late 2018, early 2019 for the SCRs and maybe even get
Ocotillo in too? Just trying to think about, you've got two really big CapEx projects underway. Just trying to think
about how you get rate recovery for both?

Jeffrey B. Guldner

Yes. So, one would be a deferral mechanism,so deferral mechanism on our SCRs and a step-up for Ocotillo.
|

Michael Lap ides

Got it. But you wouldn't be putting in the deferral -the SCR cost into rates at the same time you would try to do
Ocotillo, you would defer the SCR cost until like a future case?

Jeffrey B. Guldner
1IOfVICepfesccef : ...:y.Anza .-

No, the deferral would go into the future case.

Michael Lapides
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Got it, okay. Thanks, guys. Much appreciated.

Operator: Our next question comes from the line ofCharles Fishman with Morningstar. Please proceed with

your question.

Charles Fishman

Thank you. Don, you mentioned the discussion on the three -part rate design. I assume both you and UniSource
right now have a two -part design just energy and fixed, is that coneet?

Donald E. Brandt

No, we've actually had demand rates for what, Jeff, almost 200,000 customers...

Jeffrey B. Guldner
T

North of 1 o o,ooo customers right now on three-part residential rate design that has the demand and energy and a
fixed component, and so that's that - I think were the largest utility or largest customer base with demand rates

today in the U.S.

Charles Fishman

Okay. And really what allows you to do that is the smart meters that were uninstalled, correct?

I Jeffrey B. Guldner

Actually, no, we've had demand rates well before weYehad smart meters. The smart meters provides an

additional, especially functionality for customers and so you can do more things within and get more information,
but we were doing demand rates before we hadAMI meters.

Charles Fishman

Okay. That's all I had. Thanks for the clarification.

Operator: Our next question comes from the line ofShar Pourreza with Guggenheim. Please proceed with your
question.

Shahriar Pourreza

Hey, everyone.

James R. Hatfield
4=residen and 3fFIi

Hey, Shar.
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Shahriar Pourreza
m securmes LLL,

I thought prior discussions in the past, including our own conversations with the ACC, seem to point that they
were looldng to solve at least the generic solar proceedings by the May timeframe priorto your rate case filing.
They seemed like they were pretty confident on that. But, is this sort ofa change or what sort of the delay, or if
there wasn't a delay andwe're mistaken?

James R. Hatfield

So, the hearings go through next week, May 6. And then we would expect the ALJ to have a recommended order
out in July timeframe. And then, we ex pect the commissioners to hear it at an open meeting sometime after that.

Jeffrey B. Guldner
-Sl05f1!"UDIlC

So, the generic docket would occur before the decision in the rate. In our rate case, it's more ofa challenge for the
UNS given the timing of their rate case.

Shahriar Pourreza

l

Okay. Got it, got it. And then,just one last - a little bit more oaf obscure question, is on TransCanyon. Is there
sort ofI mean - with the ElM land of being launched is there sort oaf opportunity to go sort of beyond that
real-time day ahead sort ofbalancing to somediing that could lead to something more on the resource adequacy
longer-term, i.e., can there be more infrastructure spending around the region, especially if you get Mexico to join
the ElM which I think that's preliminary discussions.

James R. Hatfield
i

So, I think you need to separate TransCanyon from ElM. They're separate decisions.And ElM is not to solve
resource adequacy capacity,it's really a more ofa real-time intermittency-typemechanism. So, no connection
between the two .

Shahriar Pourreza

Okay. And you dont see that sort ofexpanding to regional transmission planning?

Wick

James R. Hatfield

Not the way the west is configured today, no .

Shahriar Pourreza

Okay, great. Thanks so much.

I8 13Ar:Tsl7r ; cal l
1877-FACTSET

street
callstreetcom Copyright ©2001-2016 FactSet CalIStreet LLC

K-ACC00031
Page 13 of  17



(PNW)Pinnacle West Capital Corp. B
Q1 2016 Eamings Call

Corrected Transcript
29Apr2016

Operator: Our next question comes from the line of Paul Patterson with GlenrockAssociates. Please proceed

with your question.

Paul Patterson
ssoaates Lu

Good morning.

James R. Hatfield

Hey, Paul.

Paul Patterson

Just to circle back on the negotiations with SolarCity and what have you, Im just wondering what caused the

change in heart. I mean you guys were battling and now it looks like pieces brealdng out. And Adjust was wondering
if you can give us maybe a little sense as to what changed on the ground?And whether or not there is -what you
see the riskofpotentially unraveling? I just was wondering if you couldgive us any flavor.

Jeffrey B. Guldner
:PolIcy Arr2o

Yes, Paul. This isJef£ So, we started in 2012.We reached out and said let's have a dialog at howwe address net
metering and move to a more sustainable model for the rooftop solar compensation in Arizona. Andas I think you
know, that was met with a very aggressive political campaign that has continued today and what happened earlier
this month is a ballot proposition was launc hed by SolarCity that would put in the constitution very detailed
provisions around net metering, interconnection roles and things like that that prompted a response by the
Arizona Legislature that was proposing and hearing a separate ballot proposition -two separate ballot
propositions.

One, around the resolution on net metering issues, and the second one that would have ensured that solar rooftop
companies were treated as public service corporations,that obviously escalated everything up to where we had
three ballot propositions that were or the constitution. And we think it's probably more constructive to have
dialog with that without ballot propositions hanging over everyone.

Paul Patterson
ssoaata LL(

I

I

Okay. And that makes sense. But it doesn't sound like your position changed all that much?I mean, so I guess,
what Im wondering is, is there anything to point to other than the ballot initiatives in the legislature that were
going pretty quickly this week?I mean, is that what was the crux ?I guess, is that the pivot point in terms of
SolarCity and what have you, is that the right way to think about it maybe?

Jeffrey B. Guldner
vice Co.4r12ma Public T

Bethink, the ballot proposition is coming down is what's allomng the discussions to move forward.

Paul Patterson
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Okay. Fair enough. My other questions have been answered Thanks so much. Have a great weekend.

Donald E. Brandt
JFQS serf DhId Exazuhve Oftcer

Thank you.

James R. Hatfield
- . .  i C/refFmanaafOffica

Thank you, Paul.

Operator: Our next question is a follow-up question from Greg Gordon with Evercore. Pleaseproceedwith your
question.

Greg Gordon Q
Yes, I guess, as I'm thinking about the deferral mechanism thatyou're going to ask for, for the SCRs that would
have the effect ifI 'm thinldng about it correctly of sort ofimmunizing you guys from the earnings impactofthe
costs associated with running the SCRs until you could get rate recovery. But that would be a drag on the cash flow

of the company because the SCRs would actually be in place. So, I guess I'm asking you, Jim, you must be pretty
confident on the underlying cash flow profile of the core business to be able to offer to the customer a deferral
mechanism that would smooth the rate impactinthat manner. Is that a fair way ofthinldng about it?

James R. Hatfield

Greg, that's absolutely correct. I mean we modeled this in our model that weve given to the agencies, as Don
alluded to on the fourth quarter call. We have one of the best balance sheets in the industry. So, we can really carry

those from a cash perspective without recovery until we get in the rate base.

Jeffrey B. Guldner

Hey, Greg, its Jeff. I misspoke earlier,I thinkl transposed them.The step is for the SCRs, the deferral's for
Ocotillo.

Donald E. Brandt
....: . , ,...aExecu#veOficeI

Yes.

Greg Gordon

Okay. So, either way,the...

1!

James R. Hatfield
I Chef Frnanr Mic a

Either way , Greg, we're good with that, so...
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Greg Gordon o
Okay. And we are still looldng at 6% to 7 %rate base growth with no equity needs through, what year have you put
out on the table as, the sort ofoutside date where you are confident, you don't need equity?

\James R. Hatfield
Execull - nice PresideN and Chef F13 . M a e

Its related to our planning horizon.
I

l
l

Greg Gordon LE
And is that indefinite?

James R. Hatfield A'ice President and Ch nancral Of#ca

Well, it' not indefinite.

1 \Greg Gordon

I'm Iddding,just wondering how far out do you guys generally plan for, three years, live years, eight years, 10
years?

James R. Hatfield

Well we plan for five years.

Greg Gordon

Okay .

James R. Hatfield
. . w... V24

mean we have a five-yearforecast, so...

Greg Gordon

Okay. So, if rate base is growing at 6% to 7 %, Don, and you can craft up rate settlement, that allows you a stable
return on equity construct. At a 5%dividend growth aspiration,you'd actually have a decline in payout ratio. So, at
what point do you reassess that, especially given how the fortress balance sheet that you guyshaveput togedler?

Donald E. Brandt
. . . & Chad Exp

Bethink, your analysis is correct, Greg. And we take a good hard lookout it, usually in the fall of each year, as you
know, and discuss it with our board and take what we think are the appropriate long-term actions at that point in
time.
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Greg Gordon

Okay. Thanks, guys, have a great afternoon.

Donald E. Brandt
. . . . . .

Thank you.

James R. Hatfield

Thanks, Greg.

Operator: Mr. Mountain, we have no further questions at this time. I would now like to turn the f loor back over
to you for closing comments.

Paul  J .  Mountain

Thank you, Christine, and thank you, everybody. That concludes our call. Talk to you soon.

Operator: Ladies and gentlemen,this does conclude today's teleconference. You may disconneetyourlines at
this time. Thank you for your participation and have a wonderful day.

i
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MANAGEMENT DISCUSSION SECTION

Op e r a t o r : Greetings and welcome to the Pinnacle West Capital Corporation 2016 Second Quarter Eamings

Conference Call. At this time all participants are in a listen-only mode. A brief question-and-answer session will
follow the formal presentation. [Operator Instructions] As a reminder this conference is being recorded.

It is now my pleasure to introduce your host, Ted Geisler Director of lmestor Relations. Thank you, sir. You may
begin.

Ted Geisler

Thank you, Christine. lwould like to thank everyone for participating in this conference call and webcast to review

our second quarter 2016 earnings recent developments and operating performance. Our speakers today will be
our Chairman and CEO Don Brandt; and our CFO Jim Hatfield. Je1T Guldner APS Senior Vice President of

Public Policy, and Mark Schiavoni, APS' Chief Operating Officer are also here with us.

First I need to cowl a few details with you. The slides that we'll be using are available on our Investor Relations
website along with our earnings release and related information. Note that the slides contain reconciliations of
certain non-GAAP financial information.
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Today's comments and our slides contain forward-looking statements based on cunent expectations and the
company assumes no obligation to update these statements. Because actual results may differ materially from
expectations, we caution you not to place undue reliance on these statements.

Our second quarter Form 10-Q was tiled this mouing. Please refer to that document for forward-looking
statements cautionary language as vie ll as the risk factors and MD&A sections, which identify risks and
uncertainties that could cause actual results to dilTer materially from those contained in our disclosures. A replay
of this call will be available shortly on our website for the next 30 days. lt will also be available by telephone
through August 9.

lvvill now tum the call over to Don.

Donald E. Brandt
Le* I 49:

Thanks Ted and thank you all for joining us today. 2016 continues to be in line with our expectations and we
remain wellpositioned to meet our financial commitments this year.

Before Jim discusses the details of our second quarter results I'II provide a few updates on our recent regulatory
and operational developments. On June 1 APS tiled its first rate review in in years Our proposal moves

Arizona forward with continued investments in an adwnced energy grid a cleaner energy mix and new
technologies that will enable our customers to haw more choices and control.

Today lll highlight the key request of the tiling and their benefits. For your reference those items as well as key
underlying assumptions are summarized in the appendix to today's presentation. The rate review provisions
contain a number of benefits for our customers the communities we serve and our shareholders.

The requested regulatory treatment will build upon the constructive regulatory framework established in the 2009
and 2012 settlements. Through this rate review APS is asking for a change in the way customer rates are
designed and an overall 5.74% bill increase or $166 million annually. APS has asked for an etfecthe date of the
new rates of July 1 2017.

Many of the key provisions in our rate review proposal are focused on constructive regulatory treatment that
mitigates regulatory lag. For example, we're seeking post-test year plant additions for the period between the end
of the test year and the date new rates take effect. This process has been used to mitigate regulatory lag in our
last two rate settlements and in other cases in Arizona.

APS is also requesting a deferral order for our investment in the Ocotillo modernization project, which will com e
into service after the rate case, and a deferral and step increase for the Selectee Catalytic Reduction technology
equipment now being installed at the Four Comers power plant. This type of step increase would be similar to the
structure agreed to in our last rate settlement regarding the acquisition by APS of Southern California Edison's
interest in the Four Comers power plant.

In addition APS also proposed changes to the rate options it offers to customers, insuring that the price a
customer pays more accurately reflects the way that customer uses the electric grid. A three-part bill with the
demand component in addition to making the basic service charge itself more cost-based will reduce intra-class
subsidies, better reflect the actual cost of service and enable the sustainable deployment of new customer
technologies.
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APS already has more than 120,000 residential customers on demand rates today and our proposal expands this
rate element to most residential customers. Our proposal also benefits customers by reducing the subsidy
currently paid to support the rooftop solar industry by the 96% of residential customers who do not haw rooftop
solar. This change would not affect the 45000 customers who already have rooftop solar, or new solar customers
who submit a completed interconnection application before July 1 2017.

We want to continue Arizona's solar leadership the right way with more solar for more customers without driving
up the energy bills paid by non-solar customers.

The administrathe law judge has set a procedural schedule for the rate proceedings. The ACC staff and
interveners would begin tiling their direct testimony on December 21 and the hearing would commence on March
22 2017. The Commission's starT supports completing the case within 12 months.

i
l

In addition to the APS rate review tiling, the Arizona Corporation Commission is managing a iery full schedule.
On June 13, hearings concluded in the blue and cost of solar generic docket. Final legal briefs are due on
August 5 and we expect a recommended opinion and order later this year. while the initial round of testimony has
recently been tiled in the Tucson Electric rate case, hearings are now complete in the UniSource Electric case
and a recommended opinion and order was recently issued recommending a 9.6% non-fuel rate increase.

Tuming to operational developments, we concluded planned outages at the Palo Verde Nuclear Generating
Station and both units at the Four Comers generating plant. Jim will discuss the financial impact but the extended
duration of the Four Comers planned outages was a headwind in the second quarter results compared to the
second quarter of 2015. Palo Verde which is America's largest carbon-free energy source had a solid first half of
the year, including successfully completing the Unit 1 planned refueling outage in 35 days.

i

i

On a related note, APS recently announced changes to its senior leadership team at Palo Verde. Bob Bement
who has been instrumental in Palo Verdes success has been promoted to Executive Vice President Nuclear.
Bob will continue reporting to Randy Edington Executhe Vice President and Chief Nuclear Ohicer until October
31 when Bob will then take our as Chief Nuclear Officer while Randy transitions to Executhe Vice President and
Advisor to me.

Jack Cadogan currently Vice President, Nuclear Engineering has been named to replace Bob as Senior Vice
President, Site Operations. And completing the leadership team at Palo Verde Chuck Khan has been named
Vice President Site Operations & General plant Manager, and Mike McLaughlin has been named Vice President,
Operations Support.

In addition Bruce Rash is joining Palo Verde from Exelon Corporation in the position as Vice President of Nuclear
Engineering. These changes ensure Palo Verde will continue to haw the strongest nuclear leadership team in the
industry.

Looking to our capital investment program we continue making good progress on both the Ocotillo modernization
project and the installation of selective catalytic reduction technology at Four Comers. Our 40-megawatt utility
scale solar plant Red Rock, is more than 50%. complete and on schedule for completion later this year.

APS recently issued an all source request for proposals seeking 400 megawatts to 600 megawatts of capacity
resources to help meet customer peak energy needs. We're now ewluating the proposals with an expected
decision later this year.
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Last May, APS announced plans to participate in the Energy Imbalance Market. We're currently performing
parallel operations and expect to go the on October 1. Participation in this fiveminute energy market is expected
to offer economic savings to our customers and in prow the integration of renewable resources.

Let me conclude by saying were excited about the opportunities ahead for our customers, our employees and our
shareholders. In April, APS celebrated 130 years of providing its customers with reliable electricity at an
affordable cost. One month later, we tiled a historic rate review, which builds on the foundation established in

previous rate reviews.

The investments and proposals discussed in this tiling provide a clear and compelling vision for the future. In
many respects this case series as a transition from the challenges of the present tothe opportunities of the
future. Meanwhile, we are delhering on our commitments and continue to be well-positioned for the balance of
the year.

Now III tum the call mer to Jim.

JamesR.HaMeM
i

Thank you, Don and thank you again, everyone for joining us on the call. This mouing we reported our financial

results for the second quarter of 2016 which were in line with our expectations.

As summarized on slide three of the materials for the second quarter of 2016, we earned $1.08 per share
compared to $1.10 per share in the second quarter of 2015.

.
II
I
.

Slide four outlines the variances in our quarterly ongoing earnings per share the key driers being higher gross
margin which was primarily offset by higher operations and maintenance expenses. Looking at gross margin
there were several factors that contributed to the $0.21 increase including favorable weather. June's weather was
the hottest on record and when paired with the mild conditions in the second quarter of last year the net effect of
weather wriations increased earnings by $0.09 per share.

Higher sales in the second quarter of this year compared to the second quarter in 2015 added $0.04 to gross
margin. In total, weather-normalized retail kilowatt hour sales vivre flat compared to last year, but the sales trends
by customer class were mixed and ended up yielding a positive gross margin effect. More specifically sales to
higher-margin residential customers increased 1.8% in the second quarter but this growth was partially offset by
a 1.5% reduction in sales to lower-margin business customers.

Collectiyely the adjustment mechanisms continue to add incremental growth to our gross margin as designed,
contributing $0.04 per share. A final comment on gross margin, in April APS completed the sale of a 50%
ownership stake in an existing 230kV transmission line which resulted in a $0.03 contribution to gross margin

Now turning to operating expenses. As I mentioned earlier, higher O&M was a primary offset to ongoing earnings
per share in the second quarter. Included in guidance, and in line with our expectations, the major planned
outages at Four Comers Units 4 and 5 that concluded in the second quarter were a headwind to quarterly activity
compared to 2015. Another key factor that contributed to an increase in O&M in the second quarter of this year
re late  to last year was higher employee benefit costs including stock compensation costs.

Higher D&A also decreased earnings by $0.02 in the second quarter. This variance includes higher expenses
resulting from additional plant in service which were partially offset by lower depreciation related to the extension

FACI'SET:cal l
1877-FACTSET

street
vvvvw.callstreet.com

5
Copyright ©2001-2016 FactSet Call Street, LLC

K-ACC00032
Page 5 of 17



l

(PNW)Pinnacle West Capital Corp. B
Q2 2016 Eamings Call

Corrected Transcript
02-Aug-2016

of the Palo Verde sale leaseback. The gross margin and D&A variances exclude operating revenues and
expenses related to Palo Verde Unit 2 decommissioning recovered through a system benefit charge. The drhers I
discussed exclude these items as there was no net impact on second quarter results.

As the Arizona economy continues to be an integral part of our business story I'II highlight next the trends we are
seeing in our local economy and in particular the Metro Phoenix area. Job growth in the second quarter [of 2016] remove
in the Tucson Metro Phoenix area remained at about double the national average, continuing a trend we haw brackets ,
seen for nearly the years. As seen in the upper panel on slide the, Metro Phoenix added jobs at a 3.4% year- de le te
our-year rate. This job growth is broad-based with construction, business services, financial services and Tucson
healthcare showing strong sectoral strength adding jobs at a clip aboie 4% year-over-year.

i

Strong job growth continues to haw a positiie effect on the Metro Phoenix areas commercial and residential real
estate markets. Absorption of scant commercial space remained steady in the second quarter with a combined 2
million square foot of office and retail space occupied by new tenants. Vacancy rates in both markets haw fallen
to Niels last seen in 2008 and almost 3 million square feet of new office and retail space was under construction

at the end of the quarter. We expect a continuation of business expansion and related job growth in the Phoenix
market, which will in tum support continued commercial development.

The residential real estate market reflects those trends as well. As you can see in the lower panel of slide five,
housing construction is on pace to hair its best year since 2007 dryden primarily by the single-family market, and
overall, the amount of vacant housing in Phoenix is solidly back to prerecession leiels. Record low apartment
vacancies and absorption of available single-family homes is providing meaningful support to home prices which
have returned to leiels last seen in early 2008.

We belief that solid job growth low mortgage rates and the opening up of credit to the wait of households who

suffered from foreclosures during the recession to allow the Metro Phoenix housing market and the economy
more generally to expand at a healthy pace our the next couple of years.

Reflecting the steady improvement in the economic conditions APS retail customer base grew 1.4% compared
with the second quarter last year. We expect that this growth rate will continue to gradually accelerate in response
to economic growth trends I just discussed. Importantly, the longterm fundamentals supporting future population
job growth and economic development in Arizona appear to be in place.

In closing, twill review our earnings guidance and financial outlook. We continue to expect Pinnacle West
consolidated ongoing earnings for 2016 will be in the range of $3.90 to $4.10 per share. You'll find a complete list
of factors and assumptions underlying our guidance included on slide six which remain unchanged.

I
I

i In terms of recent financings on May 6 APS issued $350 million of 3.75% senior unsecured notes. The proceeds
from the sale were used to redeem and cancel certain pollution control bonds and to repay commercial paper and
replenish cash temporarily used to fund capital expenditures.

Additionally, on August 1 APS repaid at maturity $250 million of 6.25% senior unsecured notes. We anticipate
issuing up to $350 million of additional long-term debt this year. Overall our balance sheet and liquidity continue
to remain wry strong. At the end of the quarter, Pinnacle West had no short-term borrowings and APS had $64
million of commercial paper outstanding.

Finally our rate base growth outlook remains 6% to 7% through 2018 and our forecast does not include the need
for additional equity.
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This concludes our prepared remarks. l'II now tum the call back our to the operator for questions.

QUESTION AND ANSWER SECTION

Operator: Thank you. We will now be conducting a question-and-answer session. [Operator Instructions] Thank
you. Our first question comes from the line of Greg Gordon with Encore. Please proceed with your question.

Greg Gordon

Hey. Helio guys.

Donald E. Brandt
Dresideii at Chip Execunv-

Hey Greg.

James R. Hatfield
nfiiw

Hey Greg.

Greg Gordon

I

If we look at the schedule for the rate case so I hair a twopart question. One is traditionally when do we get a
new window where we can start to potentially settle certain items in the case or potentially get a global settlement,
although that's a little bit harder obWously. And two what can we glean from the rate cases that have been going
on in the southern part of the State in terms of issues that have been settled or resohed that might be
precedential for your case?

Jeffrey B. Guldner

Hey Greg. lt's Jeff Guldner. So on the schedule and settlement typically you would start looking at that after a
direct testimony has been tiled by other parties. And so that's probably the time youd first start to get really
engaged in settlement discussions with folks like staff. I mean obviously, you'll be engaged in discussions along
the way. We do and are doing right now technical conferences to help folks understand the filing itself, and so
we'll continue that through the testimony piece.

On the other issues, obviously rate designs been a pretty major topic in most of the cases. And while it's
certainly helpful in seeing what some of those issues are one of the things Id be cautious of is all the utilities in
the State are coming from a slightly different position.

And so you'\e probably seen the UNS order the recommended order is out in the UNS case and its proposing a
mow to TOU rates. We had also suggested in our testimony in that case that they mow more towards the
demand rates, which is similar to our proposal but theyre not. in the same position as we are.
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And so one way that we're viewing that case now is that that's a good step in overall rate modernization because
theyre moving customers out of TOU. We're in a better position with that with half our customers on TOU and
about 11% of the customers on demand rates residential demand rates today. And so that's helpful in seeing
what some of the issues and discussions are, but the cases are all going to be ditTerent as they ultimately mow

forward.

Greg Gordon

Okay. Remind me when you said the date for direct testimony tiling is?

Jeffrey B. Guldner

Direct testimony on the revenue requirement piece is December 21 and then the rate design piece would be
January 27, 2017.

Greg Gordon

Okay, great. Thanks guys.

Operator: Our next question comes from the line of Julien Dumoulin-Smith with UBS. Please proceed with your
question.

Julien Dumoulin-Smith

I Hey. Good mouing.

Donald E. Brandt

Moming.

James R. Hatfield
Jffica

Moming.

Julien Dumoulin-Smith

So Adjust wanted to ask how is the election strategy evoked of late, just broadbrush in light of everything going
on perhaps comparing this cycle our the last, if you will?

Donald E. Brandt

well the most significant difference is theres three slots that are potentially open at the Commission and, Julien
you know that alternates ow other year or two tarsus three. And we have the Republican candidates and two
Democratic candidates running in the primaries at the end of this month.
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Julien Dumoulin-Smith

But how - has your strategy in terms of your approach changed at all?

Donald E. Brandt
J Exe: utiv

They're running their campaigns.

Julien Dumoulin-Smith

Got it. Okay, great. And then separately, can you elaborate a little bit on demand charges, especially versus fixed
charges? Any commentary yvith respect to the ALJ that came out recently in the UniSource case and how does

that differ from your own case here, if you can comment?

Jeffrey B. Guldner

Sure, Julien. It's Jeff. So one of the ways to think of the dilTerence between demand rates and fixed charges is
with the demand rate, the customer can still control that. So one of the challenges if folks are just talking about
moving to higher fixed charges that don't vary with demand there's essentially nothing a customer can do to
manage that. And so what were seen with our residential customers who are on a demand rate and particularly
with customers who transition from a more traditional or time-of-use rate to demand rate is that they actually can
do things both behaviorally and with technology that can manage demand.

And so, there's a lot of blue in moving to something that sends a better price signal that can actually incent some
technology or some behavioral adaptation from customers that help us manage peak demand. And with all the
solar we see in the southwest, that's the major transition that we've got to start looking at.

And so when you look at the other utilities we haw done more - I think we haw more customers on residential

demand rates than anyone in the U.S. So, we're in a better position to understand the dynamics of those rates
how the rate design matters and make those changes and I think theres a recognition of that from the folks who
are invoked in the hearings here but oierall in the Southwest, rate modernization is something that has to
happen.

And so what you're seeing in UNS is a transition out of time-of-use where weve done the time-of-use rate for our
30 years. And so we're at a slightly different place. Our metering technology is more adwnced. And so you haw
to be careful in looking at other cases for direct precedent but theyre certainly instructive in what some of the
issues are.

Julien Dum0ulin-Smith

And how do you think about customer sort of education on demand charges that were raised?

Jeffrey B. Guldner
Pres idenr Pl

They're wry important. And so, again, what you want to do is make sure that customers understand the simple
aspects. We haw proposed in our case and are working on a pretty aggressive customer education program but
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then also what are the tools that we can provide to customers some of them are wry simple from just
understanding the timeframe and there's things that we can do on the rate design that help soften the impact of
the rate, make it different from a commercial demand rate. But we also want to make sure that customers know

there are other things that they can do to take control of the rate.

Julien Dumoulin-Smith

Got it. All right. Thank you.

Operator: Our next question comes from the line of Ali Agha with SunTrust. Please proceed with your question.

AliAgha
Humphrey Inc

i

I

Thank you. First question, when you look at the first half results, Jim you mentioned you're on track, but the
weather has been better, the costs obviously you had budgeted but overall would you say that through the thirst
half the results are right on plan and budget as you would haw envisioned the year?I

l
James R. Hatfield

Jfiicaidert and Ch

Well like I said in my remarks, Ali we're meeting our expectations based on where we thought we'd be end of the
year. The O&M is mostly fossil maintenance and it was front end loaded, and we know that. So there's no
surprise sitting here where we are today.

AliAgha

Okay okay. And then secondly, the budget is still for customer growth of 1.5% to 2.5% for the year. We're running
at about 1.4%. And also I know the second quarter is the shoulder quarter but weathernomialized as you said
were flat. lt was up mer 1% in the first quarter. So are those trends again pretty much as expected or is that

giving you a better or a clearer picture on how the full year may be shaping up based on how Wrst half has shaped
up so far?

James R. Hatfield
/deN and Chef Financial Office

Yeah. We plan for gradually improving throughout the year. And if you look at 2015 the first half, we were 1.2%
customer growth 2015. Second half, 1.3% and now we're at 1.4%. And we thought there'd be that gradual
acceleration through time. So, yeah, I think we're right on track.

AliAgha
Humphrey in

Also for the usage as well in terms of weather-normalized sales?

James R. Hatfield
. . . Nice

-to-date. Our plan this year is zero to 1%, so viere safely within that sort of rangeRight .Yeah. We're at 0.6% year
we expected.
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Ali Agha
TC.

Okay. And then lastly Jim as you mentioned your latest rate base growth numbers call for 6% to 7% CAGR.
Theyve actually gone up alter you tiled the rate case and updated the numbers. Can you remind me again why

that doesn't accelerate the earnings growth proile as well because rate base has gone up?

James R. Hatfield
Danica- PresideN and Cn -

Because we don*t have perfect regulations, so we continue to haw some regulatory lag as well as financing costs
for ow construction program will erode that earnings slightly. As were always said rate base growth is the sort
of top end and dividend growth is the bottom end of sort of where we would expect earnings to come in if we
were to project earnings which we don't.

Al iAgha
W  mc

Yeah understood. And what is the plan for dividend growth?

James R. Hatfield
1ChefFinan< Jfice

The board will look at it again in October. Wew accelerated from 4% when we began dividend growth again to
5% in 2014. And so we'II haw to see where we are all things considered in October.

Al iAgha

Got it. Thank you.

Op e r a t o r : Our next question comes from the line of Michael Weinstein with Credit Suisse. Please proceed with
your question.

Michael Weinstein

Hi  guy s.

Donald E. Brandt
4 Execulhe Officer

Hi, Michael.

James R. Hatfield
ecuz ioen and Crier rinanaal Ofica

Hey  Mic hael.

Michael Weinstein
I
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With updates due for the preliminary IRP on October 1, which is the same day that you begin energy and balance
market operations to what extent do you expect any incremental renewable opportunities at the utility that aren't
already reflected in the preliminary IRP?

James R. Hadeld
)'Hl giaerr and Chef ii

Yeah. lwouldnt connect ElM and the IRP. I think obviously aswe look at additional renewables, itlI be based on
specific needs at a specific time.

Michael Weinstein

I mean it's just that one of the justifications I think for joining the ElM was to benefit or to gin more opportunities
for renewables. I'm just wondering to what extent was your decision to joining the ElM dryden by that.

James R. Hatfield
1 are Y- Moa

ElM was really a customer benefit proposition that will allow integration of renewables more, but that will provide
customer savings, which is our motivation.

Michael Weinstein

Roger. Okay. Thank you

Operator: Our next question comes from the line of Michael Lapides with Goldman Sachs. Please proceed with
your question.

Michael Lap ides

Hey guys. Congrats on a good quarter and good first half of the year. Question on the O&M a little bit can you
kind of bridge us Jim O&Ms up, and ill include the energy efficiency and DSM charges, roughly about $60
million on a year-to-date basis. Last year in the second half of the year I think O&M was right around $440
million, $445 million.

Are you expecting O&M to be down year-owr-year in the second half of 2016 more flattish? l'm just trying to get
a feel directionally for where you think this is, just glen kind of the sizeable uptick in the first half of the year due
to the outages.

James R. Hatfield
3resld€r[ ana mice

So, if you look at the sort of middle of the range from 2015 to 2016, it's about $63 million of which $50 million of
that is related to the outages. So, that would imply that comparisons moving forward will be fairly comparable.

Michael Lap ides

Got it. Okay. And should we assume 2017 has a sizeable roll-off or how much of this O&M that you're incuMng in
2016 is kind of recurring longer term tarsus will kind offall off when we get to next year?
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James R. Hatfield
:iaerr and Chef Fifl8rII

We haw overhaul schedules that are based on OEM mn rates and how we use them and they are lumpy, but
we're not really ready to talk about 2017 at this point.

Michael Lap ides

Got it. Okay. Thanks Jim. Much appreciated.

James R. Hatfield

Yeah.

Operator: Our next question comes from the line of Charles Fishman with Morningstar. Please proceed with
your question.

Charles Fishman

Thank you. Don, I only haw one question left. This transmission line sale, was that just too good of a deal to pass
up or should we read something more into that as a strategy shin?

James R. Hayfield

506

No. So this was a transmission line. We had a 50/50 partnership in it. And there had been discussions in prior

years about the partner wanting at some point potentially to own that line. And so they approached us about a
potential transaction that was favorable to us and so we did that. And consistent with Commission we did 50% of
the proceeds our book value went back to customers andnshargholdefs constitl;Ne:430%.

co"
between "and" "shareholders"

Charles Fishman

Okay. So don't read anything into it?

James R. Hatfield
Moa

Don't read anything into that no.

Charles Fishman

Got it. Thank you Thats all I had.

Operator: Our next question comes from the line of Paul Ridzon yvith Key Banc Capital Markets. Please proceed
with your question.
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Paul T. Ridzon
of rvrarxas In

Good mouing.

James R. Hatfield
t a n d  ' f  r v Dfrica

Hey Paul.

Donald E. Brandt
rvaavr 6. cms Exe

Moming Paul.

Paul T. Ridzon
i/H37 al

Could you just kind of ghe a 10,000-foot view of kind of the high points of what came out of the blue of solar
discussion and then how you expect that to interplay with your pending case?

Jeffrey B. Guldner

I

This is JetT. So the briefing's still ongoing. So you\e got reply briefs that are actually coming in on Friday And
what will happen on that is then the ALJ will - the Administration Law Judge will put a recommended order out.
The Commission will hear that at open meeting. And right now, the only rate case that's teed up sort of
concurrently with that is the UNS case. And so one of the questions will be then whateier comes out of the ialue
in the cost to solar docket, remember, that docket was focused on two things. First how do you look at the cost of
service associated with solar the cost of solar and then what are the ways that you blue the export energy. And
so, that then has to be integrated into the rate cases in the first case that is going to be up with that is UNS. And
again, our timing is a little better because we're later in the process. So, more to come on the blue of solar yet.

Paul T. Ridzon

When is the ALJ rec due?

Jeffrey B. Guldner

There's no due date but the briefs go in in August. So typically you're going to see that in a month or so after
briefing at least.

Paul T. Ridzon
g I

Thank you wry much.

Operator: Our next question comes from the line of Paul Patterson with Glenrock Associates. Please proceed
with your question.
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Paul Patterson
enrocx Assoc

Good mouing.

James R. Hatfield
r ard Jfica

Hey Paul.

Donald E. Brandt
aw/man presioen 4 Ania Exauvveui

Moming, Paul.

Paul Patterson

There's a workshop later this week on reducing peak demand costs and you were just talking about TOU and
what you guys haw done and what haw you. I'm just wondering, could you elaborate a little bit on what's sort of
driving this workshop and this look that the Commission's having on that?

JeRrey B. Guldner
r

Yeah, Paul, this is Jeff again. So one of the challenges that we're seeing out here on the wholesale market is that
were got a lot of solar and when that solar production is on particularly in the spring and the fall, what it's doing
is it's creating negative prices in the middle of the day and then shitting the peak out later in the day. And so, it
means there's a wry heaw focus on the peak demand part of the day and less on kind of overall energy
consumption.

I

And so folks are trying to figure out in both rate design and the use of technology and how we design a system
so things like the Ocotillo modernization project, how we deal with peak demand is increasingly the challenge in
running the system. That workshop is, I think, a posithe sign that says we're looking at how all these things play
in, what role of technology has what role rate design will hair and so it's a constructive conversation.

Paul Patterson
Ik Assoc

Okay. Good. And then on the blue of solar, he seen some of the briefs and there has been sort of issue
regarding the models and what have you. Im just wondering whether or not there is a potential for a settlement
with some of the parties perhaps among some of the parties with respect to the distributed generation blue
proceeding or if we should just expect that to be kind of fully litigated?

Jeffrey B. Guldner

could expect to see it be litigated...

Paul Patterson

Okay .
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Jeffrey B. Guldner
/

...glen where we are in the proceeding right now.

Paul Patterson

I
Sure. Okay. Thanks so much.

Operator: Our next question comes from the line of Stern Fleishman with Wolfe Research. Please proceed
with your question.

Steve Fleishman

Yeah. Hi. Thanks. Just quickly, Bloomberg grabbed a story from your 10-Q about the subpoenas you got for the
2014 election. Adjust wanted to clarify that that is related to the politicians invoked in such and clarify that the

subpoenas are not related to anything they're investigating at the company.

Donald E. BrandtI
I
I
I Well, Stew, just to reiterate, in June the company received two subpoenas issued in connection with an

investigation by the U.S. Attorney's Of lice pertaining to the 2014 statewide election races in Arizona. At the time
we said we would cooperate fully and that's still the case. And were not able to comment further on the
investigation while it's ongoing.

Steve Fleishman

Okay. All right. Thank you.

Operator: It appears we haw no further questions at this time. I would now like to tum the floor back mer to
management for closing comments.

Ted Geisler

Thanks, Christine. Thank you all for joining us today. This concludes our call.

Operator: Ladies and gentlemen this does conclude today's teleconference. You may disconnect your lines at
this time. Thank you for your participation and haw a wonderful day.
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MANAGEMENT DISCUSSION SECTION

Operator: Greetings and welcome to the Pinnacle West Capital Corporation Third Quarter 2016 Eamings
Conference Call. At this time all participants are in a listen-only mode. A brief question-and-answer session will
follow the formal presentation. [Operator Instructions] As a reminder, this conference is being recorded.

ii It is now my pleasure to introduce your host, Ted Geisler Director of lmestor Relations. Thank you, sir. You may
begin.

Ted Geisler
A/ / .nnacie

Thank you, Christine. I would like to thank everyone for participating in this conference call and webcast to review
our third quarter 2016 earnings, recent developments and operating performance. Our speakers today will be our
Chairman and CEO Don Brandt, and our CFO Jim Hatfield. Jeff Guldner APS' Senior Vice President of Public
Policy; and Mark Schiavoni APS' Chief Operating Officer are also with us.

First, I need to cowl a few details with you. The slides that we'II be using are available on our Investor Relations
website, along with our earnings release and related information. Note that the slides contain reconciliations of
certain non-GAAP financial information.
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Today's comments and our slides contain forwardlooking statements based on current expectations and the
company assumes no obligation to update these statements. Because actual results may differ materially from
our expectations we caution you not to place undue reliance on these statements.

Our third quarter Fomi 10-Q was filed this mouing. Please refer to that document for forward-looking statements
cautionary language, as well as the risk factors and MD&A sections which identify risks and uncertainties that
could cause actual results to differ materially from those contained in our disclosures. A replay of this call will be
available shortly on our website for the next 30 days. It will also be available by telephone through November 10.

I vvill now tum the call our to Don.

Donald E. Brandt

i

Thanks Ted and thank you all for joining us today. This year continues to be in line with our expectations and
keeping us on pace with our guidance for the year. Although we experienced mild weather during August and
September our positive customer growth and disciplined cost management continue to support our ability to meet
our financial commitments. Our board also approved a 5% dividend increase effectiie with the December
payment continuing the predicable return of capital to our shareholders. Before Jim discusses the details of our

third quarter results, l'll provide seieral updates on recent operational and regulatory developments.

Our operations teams did an excellent job maintaining the generating fleet and the electrical grid again this
summer. The Palo Verde Nuclear Generating Station performed well and Unit 3 entered its planned refueling
outage on October 8. Although this summer was mild compared to last temperatures soared to 118 degrees on
June 19 and demand for electricity peaked at 7,051 megawatts. On a weather normalized basis this was the

highest peak demand for APS in nine years. Our growing customer demand further demonstrates the need to
continue expanding the grid while adding peaking resources.

One data point worth noting is that when our customers were using the most energy at around 5:30 PM on June
19 rooftop solar on our system was producing only 28% of its capacity. Meanwhile utility scale solar was
producing 72% of its capacity because most utility scale panels are on trackers that move with the sun. A couple
of hours later when our system demand was still aboie 7,000 megawatts essentially not changed rooftop solar
production plummeted to zero.

This scenario is not unique to our peak day and highlights the importance of the electric grid at all hours of the
day. On average our customers now reach their summer peak energy demand 45 minutes later in the day than
they did four years ago. With customers using more energy in the ewning hours, APSs on peak hours of noon to
7 PM are outdated. This is why we hare recently proposed to change on-peak hours to 3 PM to 8 PM so onpeak
pricing is better aligned with customer demand.

Asl discussed on our last call, APS tiled a rate review on June 1. Since the tiling were continued to
communicate with the Arizona Corporation Commission staff and interveners regarding the details of the proposal
and its intent. The ACC staff and interveners will file their direct testimony on all matters except rate design on
December 21 and the remaining direct testimony on January 27. Parties will haw the opportunity to enter into
formal settlement discussions before the hearing commences on March 22.

On a related matter a recommended opinion and order was issued by the administrative law judge on October 7
for the value and cost of distributed generation docket. the recommendation proposed progress on serial key
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issues, including the elimination of net metering to be replaced by new methodologies consistent with staffs
proposal.

These methodologies align the blue of export energy from rooftop solar with either utility's avoided cost or
resource comparison proxy comprise of actual utility scale solar PPA cost. The ALJ recommendation also
concludes that rooftop solar customers are partial requirements customers and suggest the determination for
placing these customers in a separate class should be addressed in the rate review proceeding.

This item is expected to be heard in the December 13 and December 14 commission open meeting. On
September 30 APS med its preliminary 2017 Integrated Resource Plan or IRP with the Corporation Commission.
The plan addresses several key factors, including our future resource needs as customer demand grows and
power supply contracts expire.

By 2022 our incremental resource requirement is forecasted to be in excess of 3500 megawatts. This resource
gap will be fulfilled through a variety of sources, including the Ocotillo Modernization Project which is on track for
completion in 2019. Earlier this year, we issued an all source request for proposals seeking 400 to 600 megawatts
of capacity by 2020 which will also contribute toward our future resource needs.

We hair shortlisted proposals and will be finalizing a resource selection in the coming months. The remainder of
our resource requirements will be eialuated as part of the IRP process which may include additional RFPs in the
future.

l
On October 1 APS successfully began full participation in the Western Energy Imbalance Market. This real-time
wholesale power market enables APS to exchange energy with a iariety of resources across eight Western
states reducing costs for our customers and improving the integration of renewable resources. This was a smooth
transition and wellmanaged by our operations teams.

Tuming to our capital investment program we continue making good progress on the installation of selectiie
catalytic reduction technology at the Four Comers power plant. Our 40megawatt utility scale solar plant Red
Rock, is on schedule for completion later this year and our 4-megawatts of battery storage iniestments are also
on track for completion this year as part of the Solar Partner Program.

We completed three high-voltage transmission lines this year to support our customer growth west of Phoenix
which total $145 million of investment in the reliability of our transmissions system. And finally, our innovathe
Microgrid Project for the Department of the Navy will began commercial operation next month at the Marine Corps
Air Station in Yuma, Arizona.

Let me conclude by saying that we remain focused on delivering our financial and operational commitments. We
have a busy calendar our the next year while the Corporation Commission addresses rate design modernization
and we engage with stakeholders on our rate review. Our capital investment program continues to be robust and
has focused on flexible generation new grid technology, and advancing our core utility operations to prepare for
the changing needs of our customers.

l'Il now tum the call our to Jim.

James R. Hatlield
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i
i

l
Thank you, Don and thank you again everyone for joining us on the call. This mouing we reported our f inancial
results for the third quarter 2016 which, excluding historically mild weather were in line with our expectations. As
summarized on slide three of the materials, for the third quarter of 2016 we earned $2.35 per share compared to

$2.30 per share in the third quarter of 2015.

slide four outlines the iariances in our quarterly ongoing earnings per share. Looking at gross margin, the largest
single driver during the quarter was unfavorable weather which decreased earnings by $0.09. In aggregate, this

year's third quarter was the mildest in the last 10 years where we experienced one of the hottest Julys on record,
followed by some of the mildest August and September conditions were seen in the last 20 years.

Sales in the third quarter this year compared to the third quarter in 2015 added $0.02 to gross margin. In total,
weather-normalized retail kilowatt hour sales were essentially flat compared to last year. But similar to the pattern
we saw in the second quarter of this year, the sales trends by customer class were mixed and ending up yielding
a positiie gross margin effect. And lastly, our transmission LFCR adjuster continued to add incremental growth to
our gross margin, as designed, contributing $0.09 per share collecthely.

Now turning to operating expenses which combined contributed $0.02 per share. Lower depreciation and
amortization expense and lower other taxes each contributed a $0.01 to earnings. Lower D&A included higher
expenses resulting from additional plants served, which were offset by lower depreciation related to the extension
of the Palo Verde sale leaseback. In line with our expectations that we'w previously indicated operations and
maintenance expense was flat in the third quarter of this year relate to last year.

This also aligns with guidance with the projected increase in 2016 in O&M our 2015 having been realized in the
first half of the year. Interest expense net of AFUDC was another posithe dryer to earnings during the third
quarter of this year compared to the third quarter of 2015. The net reduction included higher interest charges

resulting from higher balances otTset by a higher construction work-in-progress benefiting AFUDC.

I.

As a reminder, both the O&M and gross margin variances exclude amounts related to our renewable energy and
demand side management programs. Also note that the gross margin and D&A variances ex elude operating
rewnues and expenses related to the Palo Verde Unit 2 decommissioning recoiered through a system benefit
charge. The dryers I discussed exclude these items as there was no net impact on third quarter results.

As Arizona's growing economy continues to be an integral part of our ialue proposition l'll highlight next the
trends were seeing in our local economy and in particular the Metro Phoenix area. In the latest quarter, the Metro
Phoenix region continued its trend of generating solid job and population growth at rates above the national
average. In fact, of the 15 largest metro areas across the country Metro Phoenix ranks as the third fastest
growing area in population and the fourth fastest growing in jobs.

This above-average job groviAh holds true in Wrtually ow major industry sector as well, although the most
significant performance gains are seen in the construction financial services and the wholesale trade sectors.
This job growth continues to haw a posithe effect on the Metro Phoenix areas commercial and residential real
estate market.

Absorption of scant commercial space remains steady in the third quarter with our 1 million square feet of office
and retail space occupied by new tenants. As seen on the upper panel of slide the vacancy rates in both markets
haw fallen to lewis last seen in 2008 or earlier and almost 3 million square feet of new office and retail space
was under construction at the end of the quarter.
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We expect a continuation of business expansion and related job growth in the Phoenix market which will in tum
support commercial development. The residential real estate market reflects these trends as well. As you can see
on the lower panel of slide in housing construction is on pace to haw its best year since 2007, driven primarily
by the single-family market. And, overall, the amount of scant housing in Phoenix is solidly back to pre-recession

lewis.

Record low apartment wcancies and absorption of available single-family homes is providing meaningful support
to home prices which haw returned to lewis last seen in early 2008. We belief that a solid job growth, low
mortgage rates and the opening up of credit to the was of households who suffer from foreclosures during the
recession should allow the Phoenix Metro housing market and the economy more generally to expand at a
healthy pace over the next couple of years.

Reflecting the steady improvement in economic conditions, APS' retail customer base grew 1.4% compared to the
third quarter of last year. We expect that this growth rate will continue to gradually accelerate in response to the
economic growth trends I just discussed. Importantly the longtem1 fundamentals supporting future population
job growth, and the economic development in Arizona appear to be in place.

i

In closing twill review our recent financing activity earnings guidance and financial outlook. On September 20
APS issued $250 million of 10-year 2.55% senior unsecured notes. The proceeds from the sale were used to
repay commercial paper borrowings and replenish cash temporarily used in connection with the payment of APS's
August senior unsecured note maturity. On August 31 Pinnacle West entered into a $75 million 364day
unsecured revolving credit facility.

At the end of the quarter Pinnacle West had $34 million outstanding under that facility and APS had $83 million of
commercial paper outstanding. Overall our balance sheet and liquidity continue to remain wry strong. As Don
discussed, in October, the board of directors increased the indicated annual dividend by $0.12 per share or
approximately 5% to $2.62 per share effecthe vMth our December payment.

l
!
I.
I

Looking to guidance, we expect Pinnacle West consolidated ongoing earnings for 2016 will be in the range of
$3.90 to $4.10 per share. However based on yearto-date results, we expect to be in the lower half of the range.
You'll lind a complete list of factors and assumptions underlying our guidance included on slide six, which are
unchanged. Similar to prior years with rate case proceedings, we will eialuate the appropriate time to issue 2017
information and EPS guidance as the rate case progresses.

In the meantime, to assist with your estimates we haw updated our rate base forecast for 2019 which is
included in the appendix to today's slides. The primary driiers hair not changed and the trajectory of 6% to 7%
growth off of 2015 continues. We will provide updates to our CapEx forecast and other dryers on our fourth
quarter call as part of our 10-K update.

This concludes our prepared remarks. l'll now tum the call our to the operator for questions.
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QUESTION AND ANSWER SECTION

Op e r a t o r : Thank you. We will now be conducting a question-and-answer session. [Operator Instructions] Thank

you. Our first question comes from the line of Julien Dumoulin-Smith with UBS. Please proceed with your
question.

Julien Dumoulin-Smith

Good mouing. Good afternoon.

James R. Hatfeld
of Financial Ofdca Pinnacle Wes'

Hi, Julien.

Julien Dumoulin-Smith

Hi. So, quick first question not sure if you can say too much. I think if I saw right in the prepared remarks, you
said you shortlisted proposals and will be finalizing a resource selection in the coming month?

James R. Hatfield

Thats correct.
I

I

i

Julien Dumoulin-Smith

Can you confirm whether you guys haw been shortlisted and/or discuss any proposals that you all are pursuing
as part of this RFP process be it for thermal and/or any other kind of resource?

James R. Hatfield

No. At this point - until we make a final selection it's a confidential process.

Julien Dumoulin-Smith

Got it. But coming months any kind of better sense, by yearend or 1Q 2017?

James R. Hatlield
. I'ice Pres i

Yeah. lt will be by yearend.

Julien Dumoulin-Smith
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Got it. Okay. Great. Can you elaborate a little bit - and I know you started to in the commentary but on the
changes in the capital expenditures through the forecast period, I know they haw kind of ticked up a little bit.
what draw that if  you will?

James R. Hatfield
4 rvoled and Chef 19

Yeah. So l think we look at 2016 2017 2018 up around $30 million a year most of it is distribution spend.

Julien Dumoulin-Smith

Got it. So nothing too remarkable?

James R. Hadeld
Jrider! and Ch 'inane

No. I think we've seen the need to the cost to hook up sort of commercial a little higher and it just line tuned our
estimates as we get here into the end of the year.

Julien Dumoulin-Smith

l

l

Got it. And just a follow-up from the last resource question any implications and/or initial thought process around

the proposed hike in the RPF?

James R. Hatfield

Nothing. I mean we'lI see what happens. It's a proposal come into due by the end of November and we'lI see

ultimately where that goes. On that subject, though obviously an increase would gin us more upside to CapEx
which is not really baked into the anything at this point.

Julien Dumoulin-Smith

Got it. Thank you wry much.

James R. Hatfield
4

yes.

Operator: Our next question comes from the line of Michael Weinstein with credit Suisse. Please proceed with
your question.

Michael Weinstein
F Credt Suit

Hi guys. Hey. A quick question about the economic conditions that look like they're suddenly improving with each
reporting period. Im just wondering at what point do you think that translates into higher customer growth higher
load groviAh and ultimately higher rate base and eierything else.
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James R. Hatfield
Ff6.SlU€fI and c h

So as we continue to see a further solidification of the market, incremental new business we expect that through
the 2016 through 2018 you'll see continual sort of upward slope in customer growth resulting in retail sales and
whether that - what that means in rems of CapEx remains to be seen.

Michael Weinstein
irokall Credo Suit

l
l

Right. And can you comment at all on the headlines of late regarding the election and everything else that might
be happening out there?

Donald E. Brandt

Michael, as you point out there is a lot of headlines both local national in industry media. It is what it is. The
election is not pier with. You can get some pretty good reliable information at the Federal Election Commission
website, the Arizona Secretary of State's website and at pinnaclewest.com our political participation policy.

Michael Weinstein

Okay. Thank you.

Operator: Our next question comes from the line of Ali Agha with SunTrust. Please proceed with your question.

AliAgha

Thank you. Good mouing.

James R. Hatfield
u D

Good mouing.

AliAgha

Good mouing. For the last two consecutive quarters we'\e been seeing flat weather-normalized sales growth.
Customer growth has been pretty consistent. Anything to read into that? Are we seeing more changes in usage
patterns or too early or can you just comment on this trend here?

James R. Hatfield
giaerr and Chi

Yeah. No. We're not really seeing anything different in usage patterns for customer. Obviously, ow residential
customer thats added from a new units kind of use less energy than an equivalent one 10 years ago. That's just
the energy efficiency world we're in. But we're up 0.3% for the year and in line with the guidance.

Ali Agha
|r e
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Okay. And then ill look at that timeline on the rate case process as you laid out it looks like if there is to be a
settlement that January through March period would most likely be the time period before hearing but after all the
staff, intervenor testimonies coming?

Execute Dficen Pinna
James R. Hatfield

PresideN and Ch i

Yes. Rate design January 27, hearing March 22 that would be a window where a settlement could occur.

AliAgha
ay lm

Got it. And then this target that you guys have been working on that at a minimum you target to eam this 9.5%
ROE. Should we assume that that continues through this next twoyear, threeyear cycle of CapEx that youke laid
out for us? Is that still a good benchmark to think about going forward?

James R. Hatfield
Decca.Penna

well we file for a rate case with a 10.5% ROE. So assuming we get a decent outcome in the rate case that
supports the longer-term growth of Ocotillo, Four Comers FCRs, deferrals and so on, yeah that would be a good
benchmark to think about.:

I
I

E
Ali Agha

Yeah. Thank you.

Operator: Our next question comes from the line of Shar Pourreza with Guggenheim. Please proceed with your
question.

Shahriar Pourreza

Hey, guys.

James R. Hatfield
hand Cure*

Hey Shar.

Shahriar Pourreza

Let me just ask Mike's question slightly differently. lt's been quarterafter-quarter you\e seen an improvement in
sort of the economic indicators in the jobs and the housing. So the question is really when do you think that will
transpire into sort of your guidance, right, into your customer grovinh assumptions, because right now you're still
at 50 basis points to 150 basis points of growth. But what's the lag between what youre seeing from an economic
standpoint to what you're seeing in your guidance? .

James R. Hatfield
Iand Cher nancialOffice Pinna(
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Well, our guidance 2016 through 2018 from a sales growth perspective is 0.5% or 1% sales on the sort of lowland
to 1.5% on the topend. And I think as history has shown us the last couple years, slightly better improvement in
customer growth and sales as we mow through the timeframe. So, asl referenced earlier, with the sort of low
vacancy rates in apartments and the low mortgage rates, you're seeing household formation of 25 to 34 year old
begin to increase across the country and that's holds true for the Metro Phoenix area as well. So it's going to be
better in 2018 than it is this year. 2017 should be better than 2016. Exactly what that means I think you'll haw to
look to our guidance.

Shahriar Pourreza
t Guggenhe

Okay. Great. Thanks, guys.

Operator: Our next question comes from the line of Charles Fishman with Morningstar. please proceed with
your question.

Charles Fishman
fr fr n (Reseacnl

Thank you. Don Adjust wanted you to clarify something that l'm confused about. You said the staff is
recommended a new customer category or the rooftop solar customers should be in a partial requirements class.
Is that correct?

Donald E. Brandt

Yes. l'II tum to Jeff to comment on that.

Jeffrey B. Guldner

Yeah. Charles, so one of the findings that's right now in the recommended opinion order is - recognizes that
residential customers with a rooftop solar are partial requirement customer. So that's similar to what we see on
the commercial side where you'w got a customer who brings their own generation. And we treat those folks
differently on the commercial side than a customer that's a full requirements customer. And so that's a helpful
finding in that recommended opinion order because it reflects the nature of that customer's use.

Charles Fishman
f

So, Jeff, that would lead you then - I mean essentially what the staff is saying is consistent with your proposal of
ha\.ing this demand piece for the rooftop solar people correct?

AsiuenrIuouc Ly A
Jeffrey B. Guldner

The argument we made is that these folks still use the demand side of the grid. And so if you look at a commercial
customer that's basically how we set the rates is to recoiler the demand - the cost of service that reflects the fact
that they bring their own generation. And so, again this is going to be subject to discussion at the open meeting in
December. And were obviously getting ready for that conversation, but it's the helpful finding that this reflects the
facts of the system.

I
l
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C har les  F i shman
Analyst Mo/nngsbar In 1

Okay. Thanks a lot, Jeff. Appreciate it. Thats it.

Operator: Our next question comes from the line of Paul Ridzon with Key Banc. Please proceed with your

question.

Paul T. Ridzon
l Key8anc c

Just as a follow-up has it been detemlined that they're going to be treated with demand charge or is that still
open to discussion?

il
Donald E. Brandt

4 Executiv

Ihat's still open to discussion.

P a ul  T.  Ri d zo n
il Markets mc.

1
And back to usage sometimes were seen extreme weather things kind of mess with people's weather norm
models. Could that be going on here?

James R. Hatlield
` n ;.

I mean its possible but really what we haw is stronger commercial growth than were seeing on the residential

side which is sort of pointing the sales growth as we sit here today. I always say weather is an art, not a science
but it wasn't so extreme like you would see in the shoulder months that you sort of tend to skew your degree days

Paul T. Rid20n
. . . .

Okay. Thanks for the color.

Ted Geisler

Jane he got to call you back.

Operator: Our next question comes from the line of Greg Gordon with Encore. Please proceed with your
question.

Greg Gordon

Thanks guys. Sony, I joined the call late. Haye you commented on the Integrated Resource Plan and can you
comment on it in any further detail? And as a part of the shortfall, would one of the potential solutions be to
acquire some of the power blocks out there? There is a lot of gas combined cycles sitting out there underutilized.
And I know you probably don't need base load generation but at the clues you might be able to pay to get some
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of those power blocks, on if they were used for intermediate or peaking, could that be a potentially good blue
proposition to soft that shortfall?

Donald E. Brandt
President & C

Greg I did cowl in my remarks and were had a couple of questions on it. But were shortlisted a number of
resources. We expect to resolve it to by the end of the year and announce our plan going forward. Beyond that
we're not going to -wed prefer not to get in any detail of where were at now in the process. It's confidential.

Greg Gordon

Okay. Thanks. l'll see you in a few days.

Donald E. Brandt
3:3 ExecutiveOfficer

Okay .

James R. Hatfield

All right. Thanks Greg.

Operator: We hair no further questions at this time. I would now like to tum the floor back mer to management
for closing comments.

Ted Geisler

Thanks, Christine. `l'hank you all for joining us today. This concludes our call.

Operator: Ladies and gentlemen, this does conclude today's teleconference. You may disconnect your lines at
this time. Thank you for your participation and haw a wonderful day.
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Relatim5. Pinnacle ;t Capra Corp.

Donald E. Brandt
Mark A. SchiavoniI"/wet; e Officer P/nna

OTHER PARTICIPANTS

Jerimiah Boo ream

AliAgha

MANAGEMENT DISCUSSION SECTION

Operator: Greetings and welcome to the Pinnacle West Capital Corporations 2016 Fourth Quarter and Full-
Year Eamings Conference Call. At this time all participants are in a listen-only mode. A question-and-answer
session will follow the formal presentation. [Operator Instructions] As a reminder this conference is being

recorded.

lwould now like to tum the conference over to Mr. Ted Geisler, Director of Investor Relations. Thank you, Mr.
Geisler. You may begin.

Ted Geisler
Qeiafinns Pinria

Thank you, Manny. I would like to thank everyone for participating in this conference call and webcast to review
our fourth quarter and full-year 2016 earnings, recent developments, and operating performance Our speakers
today will be our Chairman and CEO, Don Brandt and our CFO Jim Hatfield. Jeff Guldner ApSSenior Vice
President of Public Policy, and Mark Schiavoni, APS Chief Operating Officer are also with us.

First I need to cover a few details with you. The slides that we'll be using are available on our Investor Relations
website, along with our earnings release and related information. Note that the slides contain reconciliations of
certain nonGAAP financial information.

Today's comments and our slides contain forward-looking statements based on current expectations and the
company assumes no obligation to update these statements. Because actual results may differ materially from
expectations, we caution you not to place undue reliance on these statements.
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Our 2016 Form 10-K was tiled this mouing. Please refer to that document for forward-looking statements
cautionary language as well as the risk factors and MD&A sections, which identify risks and uncertainties that
could cause actual results to differ materially from those contained in our disclosures. A replay of this call will be

available shortly on our website for the next 30 days. It will also be available by telephone through March 3.

I will now tum the call our to Don.

Donald E. Brandt
p84 - : je West Ca

Thanks Ted and thank you all for joining us today. Pinnacle West concluded a productiie 2016 with earnings in

line with our expectations.I
i

I

:
Palo Verde Nuclear Generating Station had another record year. Our employees set a new company wide safety
record and me continue making progress on our regulatory initiates. Our capital execution program is on track
with seieral noteworthy projects, recently placed into service. And our balance sheet remains one of the strongest
in the industry. Jim will discuss the financial results in a moment.

My comments will focus on our 2016 highlights and the year ahead. Our fleet perforated iery well in 2016,

highlighted by Palo Verde's 25th consecutiie year as the nation's largest power producer. Total production
reached 32.2 billion kilowatt hours of carbon free electricity. In fact, the fall refueling outage for Unit 3 seta station
record for the shortest outage ear and set a nuclear industry record for radiological safety.

Before I continue, I want to recognize Randy Edington for his significant positive impact on our company as Chief
Nuclear Oliicer. Randy will be retiring from APS in March and I want to thank him for the great sendce to our

company and the nuclear industry as a whole during his decade of leadership here in Arizona. Because of his skill
and experience as well as his ability to deielop strong leaders and sustainable processes he has Iett a lasting
legacy of excellence at Palo Verde.

In 2016 APS also achieved its safest year with the fewest OSHA recordable injuries in our history. I consider the
safety of our employees a top priority. And I also belief safety metrics are good indicators of management's
ability to lead an organization. These just arena statistics but the result of a continued commitment from all our
employees and management team to driie operational excellence.

Tuming to the regulatory front, were had a busy few months with the ongoing progress of our rate review and the
conclusion of the blue and cost of distributed generation proceeding.

l'II provide an update on these important items in a moment but first, I want to thank Arizona Corporation
Commissioner Bob Stump whose term ended in early January of this year. We appreciate his commitment to the
State mer his many years of public service and for driving the dialogue on several complex regulatory is sues.

Commissioner Bob Bums Andy Tobin, Boyd Dunn were swam in on January 3 to four-year terms. Commissioner
Tom Forese was also selected by his fellow commissioners as Chairman succeeding Commissioner Doug Little,
who led the commissions through a challenging period.

l'Il now provide an update on two important regulatory dockets the blue and cost of distributed generation
decision and our 2016 rate review filing. On December 20 the Corporation Commission completed its proceeding
on the blue and cost of DG. The Commission approved the recommendation to replace the current net metering
tariff with a more formula-driwn approach.
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The formula will use inputs from utility scale solar power costs and ewntually transition to an avoided cost
methodology. In addition the ACC made the following determinations first; banking of energy produced by DG

solar systems has been eliminated second customers with DG solar may be considered a separate class of
customers for rate making purposes, and third, DG solar customers who haw interconnected systems prior to the
decision and APS's pending rate review will be grandfathered for a period of 20 years.

This decision marks an important milestone in our commitment to modernize customer age, while minimizing
subsidies among customer classes. Although other jurisdictions haw attempted to make similar changes, this
was among the first of fully litigated cases in the country and was founded on actual evidence, swam testimony
and a judges order.

Moreover the decision was embraced by a wide variety of stakeholders, including local solar installers who share
our vision for creating a sustainable energy future for Arizona. .

l know APS's rate review is top of mind for many of you and we continue making good progress with this
proceeding. Since our last call the ACC staff and their interveners tiled testimony in response to our initial
proposal. This provided a foundation for us to engage in meaningful settlement negotiations in January and earlier
this month. We continue working with parties toward a constructive settlement proposal to be tiled no later than
March 17. ll

Last month, the administrative law judge revised a procedural schedule for this case in order to provide staff with
sulhcient time to incorporate the recent value of cost of - excuse me ialue and cost of DG decision

E
I
:

As a result the time clock was extended by 33 days and the new hearing date is April 24. 2017 marks a period of

unprecedented capital investment for our company as we manage more than $1.3 billion in projects and plan to
spend more than $3.4 billion in capital our the next three years. Our focus continues to be modernizing the
distribution grid infesting in flexible generation, and advancing our customer experience

We're well-positioned to be a leader in grid automation and technology integration. APS Solar Partner Program
recently won the award for renewable integration project of the year at the Annual DistribuTECH Conference.
Through this program our employees are studying the applications of smart imerters to integrate rooftop solar
and battery storage on the distribution grid.

In addition we recently placed into service an industry leading advance distribution management system. Next
month well launch a new state-of-theart customer information system. Both systems are innovate forward
thinking and bring greater blue to our customers, while preparing for the future. These investments drhe

operating efficiencies through lewraging technology on the grid which results in continued cost management and
improved reliability for our customers.

We also remain committed to upgrading our generation portfolio with more flexible gas generation as the Ocotillo
Modernization Project hits full stride this year. Finally our traditional generation and transmission business
continues to driie meaningful investments as we further expand our high-voltage transmission system and install
environmental control technology at the Four Comers Power Plant. Recently, the owners of Navajo Generating
Station announced the decision to repower the plant by 2019 in which APS has a 315-megawatt stake.

This generation shortfall is an addition to the existing shortfall of 3500 megawatts by 2022 as outlined in our 2017
Preliminary Integrated Resource Plan which I described for you last quarter. Although a portion of this resource
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gap will be tilled by the Ocotillo project, and our recent 565-megawatt power purchase agreement the remainder
will be procured through additional market opportunities, customer conservation and distributed generation.

In addition to our changing energy mix we continue to embrace the growing Western marketplace for wholesale
power. In October we joined the Western Energy Imbalance Market which produced $6 million in savings for our
customers in the fourth quarter of 2016 alone. We expect continued savings throughout 2017 which reduces cost
for customers and improves the competitiveness of our retails rates.

In summary, we delivered on our commitments in 2016 and are wellpositioned for 2017 in the long-term. We
haw clear plan and a strong leadership team in place to deller on the plan. the priorities we have for the year
ahead in particular completing the rate review and executing on our capital investments or laying the foundation
for APS to be a sustainable leader in an evolving industry. We remain focused on creating value through our core
business, while delhering on our financial and operational commitments.

l'll now tum the call our to Jim.

James R. Hatf ie ld

Thank you, Don and thank you, everyone for joining us on the call. This mouing, we reported our financial
results for the fourth quarter and full-year 2016. As you can see on Slide 3 of the materials we had a good year
and ended on a strong note.

Before I review the details of our 2016 results let me touch on a couple of highlights from the quarter. For the
fourth quarter of 2016 we earned $0.47 per share, compared to $0.37 per share in the fourth quarter of 2015.

slide 4 outlines the variances which draw the increase in our quarterly earnings per share. Gross margin was
flat including lower sales which were offset by higher LFCR rewnues lower operations and maintenance
expenses in fourth quarter of 2016 compared to 2015. lmprowd earnings by $0.06 per share largely due to
lower employee benefit costs dryden by the adoption of a new stock compensation accounting guidance.

I
li

Now turning to slide 5 let's revew some of the details of our full year results. 2016 results were in line with our
expectation earnings $3.95 per share compared to $3.92 per share in 2015 translating to an earned
consolidated ROE of 9.5% on a weather-normalized basis.I

Gross margin was a posithe driver for the year contributing $0.33 per share including favorable year-owr-year
weather. Sales in 2016 compared to 2015, added $0.05 to gross margin. Weathernormalized retail kilowatt hour
sales after the effects of energy ethciency program and distributed generation were flat year-over-year. But
similar to the pattern we saw throughout 2016, the usage trends or related pricing by customer class were mixed
and generated a positive gross margin effect. Transmission and LFCR rewnues also continued to add
incremental growth to our gross margin as designed contributing $0.17 per share collecthely.

Looking next at operating expenses as expected, higher operations and maintenance expense in 2016 compared
to 2015 was a primary offset to ongoing results decreasing earnings by $0.30 per share. With the major planned
outages at Four Comers Units 4 and 5, serving as the largest headwind. Higher transmission distribution, and
customer service cost, and higher employee benefit cost, also contributed to the year-owr-year increase in O&M.

Our depreciation and amortization expense in 2016 tarsus 2015 reduced earnings by $0.03 per share including
higher depreciation due to additional plant and service. Interest expense net of AFUDC was a $0.02 per share
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benefit to earnings in 2016 compared to 2015. But that reduction included higher interest charges resulting from
higher debt balances which were more than offset by higher construction work in progress benefiting AFUDC.

As a reminder, both the O&M and gross margin variances exclude amounts related to our renewable energy and
demand side management programs. Also note that the gross margin and D&A variances exclude operating
revenues and expense related to the Palo Verde Unit 2 decommissioning recovered through a system benefits
charge. The driieis I discussed exclude these items as there was no net impact on full year results.

i

As you know Arizona's economy continues to be an integral part of our iniestment story. l'll highlight next the
trends we're seeing in our local economy and in particular, the Metro Phoenix area. In 2016 the Metro Phoenix
region continued to haw job growth above the national aierage. For the fullyear, employment in Metro Phoenix
increased 2.7% compared to 1.7% for the entire United States.

This aboveawrage job growth was seen in virtually eiery major industry sector, although the most significant

performance gains are seen in the construction and financial services sector. This solid job growth continues to
haw a positive effect on the Metro Phoenix area's commercial and residential real estate markets.

As seen on the upper panel of slide 6, the net absorption of incant office and regional space has been growing
steadily since 2010. Vacancy rates in both markets haw fallen to lewis last seen in 2008 or earlier and almost 3
million square feet of new office and retail space was under construction at the end of the quarter. We expect the
continuation of business expansion and related job growth in our Phoenix market, which will in tum support
continued commercial deielopment.

I

Metro Phoenix has also growth in the realestate market. As you can see in the lower panels of slide 6 housing
construction in 2016 was at its highest level since 2007. This trend is expected to continue in 2017 as housing
permits are expected to increase by about 7000 dryden largely by single-family permits seieral factors are
driving this increase. Vacant housing in Phoenix is solidly back to pre-recession niels.

Record low apartment vacancies and absorption of aiailable single-family homes is providing meaningful support
to home prices, which haw returned to niels last seen in early 2008. We belieie that solid job growth, low
mortgage rates and the opening up of credit to households who suffer from foreclosures during the recession
should allow the Metro Phoenix housing market and the economy more generally to expand pier the next couple
of years.

Reflecting the steady improiement in economic conditions APS retail customer base grew 1.4% in 2016. We
expect that this growth rate will continue to gradually accelerate in response to the economic growth trends I just
discussed. Importantly the longtemi fundamentals supporting future population job growth, and the economic
development in Arizona appears to be in place.

In closing twill review our Ilnancial outlook and financing plan. As previously indicated vie will not be issuing
2017 earnings-per-share guidance at this time but we'll continue to evaluate the appropriate time to do so as our
rate case progresses. In the meantime to assist with your estimates a list of key dryers that may affect 2017
ongoing earnings is included in the appendix to today's slides.

One item worth noting, we expect planned outage spend in 2017 to be comparable to 2016 in part driien by
preparation for the SCR's installation at Four Comers. In terms of capital expenditures we anticipate APS's spend
to average around $1.1 billion annually from 2017 to 2019. which we primarily funded through internally generated
cash flow. We continue to expect our rate base to grow at an aierage annual rate of 6% to 7% through 2019.
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Tuming to 2017 financing, we expect to issue up to $850 million of long-term debt including the refinance of
Pinnacle $125 million tem loan. Overall our balance sheet and liquidity continue to remain wry strong. A quick
note on pension; our funded status remains steady at 88% as at year-end 2016. The continued implementation of
our liability-drhen investment strategy has helped keep costs down. There is a slide in the appendix with the
additional details on our pension outlook.

Lastly, l'Il share a few thoughts on proposed tax reform. We are actively assessing tax reform scenarios and are
working closely with our EEl peers. Overall we view the proposed changes as beneficial to customers with the
potential to relief some rate pressure. We generally Mew the potential company impact as mild, especially ghen
Pinnacles minimal parent-leiel debt. But with so much uncertainty at this point, its difficult to speculate with any
degree of certainty.

We will continue to monitor discussions closely as they develop. This concludes our prepared remarks. l'll now
tum the call pier to the operator for questions.

IQUESTION AND ANSWER SECTION

Operator: Thank you. [Operator Instructions] Our first question is from Julien Dumoulin-Smith of UBS. Please go
ahead

Jerimiah Boo ream

Hey. Good mouing. It's Jerimiah Booream. I guess first off on the Navajo plant, it's been kind of a fluid situation
and I guess one is there any chance to think that it wouldn't shut down at this point or is that pretty clear? And
two, could you just clarify what exactly that might be backfilled with? As I understand the shutdown is not
included in your IRP.

Mark A. Schiavoni

NGS this is Mark Schiavoni. NGS as far as your first question about shutdown the owners led by SRP, who is
the operating agent has made a decision at 2019 which is the current expiration of the existing lease, either we
renew the lease and move forward beyond 2019 with the current owner structure or a changed owner structure. A

couple of owners haw made it clear they do not want to operate beyond 2019.

In the meantime Department of Interior and our ACC as well as others haw pulled all the parties together and
are looking for some sort of resolution post 2019 in order to continue to operate the facility. `lTie economics of the
facility as it stands today would not warrant continued operation without some significant changes. So that's an
ongoing issue still to be resolved.

As far as the impact of the generation we will update our RFP as we go forward. But the current expectation as
we haw the resource until at least 2019 potentially longer and we'll put it into our future plans and what we do
from an RFP or some more - other position with regards to Navajo Generating Station.
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Jerimiah Boo ream

Okay. Just to clarify that Would that be traditional generation or something more along the lines of storage or
on solar since you guys I belief just passed the 1-gigawatt mark on solar

Mark A. Schiavoni
I

It could be...

Jerimiah Boo ream

or is that TBD?

James R. Hatfield
Execut )farica Pinria

It could be any of the above at this point so.

Jerimiah Boo ream

Okay. And then just one other question on tax reform. If me had a lower tax rate and obviously, that's a pass -
through would you expect that to be changed in the rate case following the tax reform or would there be any

chance of that happening sooner'?

James R. Hatfield

Well I think lower overall corporate tax rate would be passed on to customers. I don't think it will necessarily wait
till next rate case. I think that the tricky part about it is there may be some things that hurt the company. So you'd
want to put it all together and do it all at once. But we'II just haw to wait and see there's two - there's at least two
proposals out there. The Treasury Secretary spoke yesterday. I think the issue is further clouded and well just
haw to wait and see ultimately what happens.

II
Jerimiah Boo ream

Okay thank you.

Operator: Thank you. The next question is from Ali Agha of SunTrust please go ahead.

AIiAgha
Humphrey lm

Thank you good mouing.

Donald E. Brandt
t hisExecuuv~

Good mouing.
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Ali Ag ha
4'obinsonHum ?y,lrt:

First question it looks like the weathernormalized electric sales for the year at flat were below what you had been
projecting for the year if I recall correctly. What do you think was causing that and any further visibility both in
terms of the growth on customers and sales that you are projecting looking our the next three years glen where
we'w been running the last four quarters the quarters, six quarters? Anything you can point to to ghe us that
more optimism. I know you talked about the economic indicators but why did 2016 come in below what you had
been expecting?

( : | Dflica. Pmnal

I
i
i

James R. Hatfield

Well, I think well First of all we - no question we had a weak fourth quarter. At the end of the fourth quarter, we

had positiie sales. So, don't know that that's necessarily a trend and lm not going to look to the first and fourth
quarters to look at a trend with us being weighted to second third quarter, but I'll say we haw a lot of - business
sales were up last year. For example State Farm started filling their buildings in 2015 that wasn't complete until
October of this year. So youll have a fUll-year impact of that and we just see a lot of construction especially
multifamily homes going on in downtown Phoenix. So all the signs are pointing toward modest sales growth in
2017 we're projecting between 0% to 1%, so we will ultimately see what happens.

Ali Agha

Okay. And then second, our this next three-year cycle 2017 through 2019, do you haw sort of an earned ROE
goal, Jim like yous had in the last cycle, minimum was 9.5% and you were higher? I mean should we think
about similar goals or different goals our this cycle period?

James R. Hatfield

I think I'll defer that until we talk about 2017 guidance.

AIiAgha
y  Lr;

Okay. And then on the rate case itself I guess is the confidence Iewl still pretty high on reaching a settlement on
or before March 17 and what remains in your mind the most contentious issues at this stage?

Donald E. Brandt
:hid FxnniMu

Ali this is Don here We continue engaging with the parties in a constructive settlement discussion and generally
speaking, we believe the parties are motivated to settle. It's really difficult to go into any detail at this point.

A li  A g ha
nauru t

Okay. But Don, is it fair to say I mean the usual areas ROEs, et cetera, all would be up for negotiation, I guess?

Donald E. Brandt
4 . :hid ExecutiVeOftcen
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Everything is up for negation.

AIiAgha
l

lsfRoblfBoflt"."pllf€ l l

Yeah, thank you.

Donald E. Brandt
<1/rvari Prearuwi or Qhld Executive Of6cel: Pinrlade W$lCap1l81 on

Okay .

Operator: Thank you. We haw no further questions at this time. I would like to tum the conference back our to
Mr. Geisler for closing remarks.

Ted Geisler
'n Investor Relation:

Thanks Manny. This concludes our call. Thank you all for joining us today.

Operator: Thank you. Ladies and gentlemen, this does conclude today's teleconference. You may disconnect
your lines at this time. And thank you for your participation.

I

I
l
I
I
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MANAGEMENT DISCUSSION SECTION

Op e r a t o r : Greetings and welcome to the Pinnacle West Capital Corporation 2017 First Quarter Eamings
Conference Call. At this time all participants are in a listen-only mode. A question-and-answer session will follow
the formal presentation. [Operator Instructions] As a reminder this conference is being recorded.

I would now like to tum the conference mer to Mr. Ted Geisler, Director of lmestor Relations for Pinnacle West.

Thank you, Mr. Geisler. You may now begin.

Ted Geisler

Thank you Manny. I would like to thank everyone for participating in this conference call and webcast to review
our erst quarter 2017 earnings, recent developments, and operating performance. Our speakers today will be our

Chairman and CEO Don Brandt, our CFO, Jim Hatfield. Jeff Guldner APS' Senior Vice President of Public Policy
is also here with us.

First, I need to cowl a few details with you. The slides we will be using are available on our lmestor Relations
website along with our earnings release and related information. Note that the slides contain reconciliations of
certain non-GAAP financial information.
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Todays comments and our slides contain forward-looking statements based on current expectations and the
company assumes no obligation to update these statements. Because the actual results may differ materially
from expectations, we caution you not to place undue reliance on these statements.

Our first quarter Form 10-Q was filed this mouing. Please refer to that document for forwardlooking statements
cautionary language as well as the risk factors and MD&A sections, which identify risks and uncertainties that
could cause actual results to differ materially from those contained in our disclosures. A replay of this call will be
available shortly on our website for the next 30 days. It will also be available by telephone through May 9.

twill now tum the call pier to Don.

Donald  E . B rand t
TramIhV

Thanks, Ted and thank you all for joining us today. 2017 has started off in line with our expectations and we
remain well positioned for a wry solid year. Before Jim discusses the details of our first quarter results, l'll provide
a few updates on our recent regulatory and operational developments.

I know APS' rate review was top of mind for many of you, and we continue making good progress with this
proceeding. On March 1 we announced a settlement, which has broad-based support. In total, 29 interveners

signed the settlement agreement, including the Arizona Corporation Commission staff the Residential Utility
Consumer Ollice or RUCO members of the local and national solar industry and low income advocates.

The settlement provisions contain a number of benefits for our customers shareholders, and the communities we
serve. Details of the settlement are outlined in the appendix of our slides today and l'll review some of the
highlights with you now.

l slide 8 shows the settlement's proposed base rate changes which includes a non-fuel, non-depreciation base
rate increase of $87.2 million per year excluding the transfer of adjusted balances. Additionally, APS will
decrease rates by $53.6 million attributable to reduced fuel and purchase power cost, and increase rates by $61

million due to changes in depreciation schedules. The result is a total base rate increase of $94.6 million or an
overall 3.3% bill increase.

Other elements that underpin the settlement including maintaining our allowed return on equity at 10% our
capital structure and base fuel rate are also listed on the slide. The settlement contains a number of important
financial provisions, which reduced regulatory lag and better align rates with the cost of service. In particular the
settlement provides for a cost deferral order for the Ocotillo Modernization Project and a cost deferral order plus
rate adjustment for the selectiie catalytic reduction equipment at Four Comers. Also the current property tax
deferral continues in the power supply adjusters expanded to include additional production cost.

APS proposed changes to the rate options offer to customers ensuring the price a customer pays more
accurately resects the way that customer uses the electric grid. This one is an important focus of our filing. The
settlement includes meaningful changes to modernize rates including shitting the on-peak period from 12 noon to
7:00 PM to 3:00 PM to 8:00 PM in the attemoon and early eiening, which is more aligned with actual peak usage
by customers .

Importantly, new distributed generation customers will be required to select a rate option that has time-of-use
rates, including a grid access charge or demand component. APS was among the trist utilities in the nation to
introduce time-of-use rates for residential customers back in 1984. Today, more than half of our customers
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choose a time-of-use rate for their service. This settlement would create another first by establishing time-of-use
rates as the standard for all new customers after May 1, 2018, except for our smallest customers. The settlement
also contains a self-build moratorium through January 1 2022 with certain exceptions. For example the
moratorium excludes investments in new combustion turbines that will be placed in service after January 1 2022.

Finally the settlement includes a three-year stay-out for the next general rate case application. Under this
provision, APS may file its next general rate case on or after June 1 2019. Last week, the ACC's formal hearing
on the APS rate review began and is currently underway. Looking ahead, we anticipate the administrathe law
judge to issue a recommended order followed by a Commissioner vote at an upcoming open meeting.

We view the proposed settlement agreement as a further sign of Arizona's constructive regulatory environment.
We appreciate the opportunity to continue working with the ACC and various stakeholders to find sol utions that
balance the interest of customers, shareholders and the communities we serve.

Tuming to our operations, Palo Verde Nuclear Generating Station had another successful quarter, operating
above a 100% capacity factor. A planned refueling outage for Palo Verde Unit 2 began on April 8. Additionally at
the Four Comers Power Plant our employees are making solid progress on the installation of selective catalytic
reduction equipment and construction activity is ramping up at our Ocotillo Modernization Project.

This year we are investing more in our distribution system than eier before. Our focus on modernizing the
distribution grid is not a temporary phase but instead a shift in how we prioritize investments with a greater
emphasis on our transmission and distribution business. Oier the next few years, we expect to gamest $1.8 billion
in our grid infrastructure, enabling a more secure and resilient grid which has greater access to the western
energy market.

On April 10, we med our 2017 Integrated Resource Plan which includes a 15year forecast of customer electricity
demands and the resources needed to send our customers reliably in the future. An important part of our forecast
is the growing requirement for flexible peaking generation our the planning horizon. By 2025 we expect an
additional 1.3 gigawatts of quick-start combustion-driven capacity will be needed in order to meet our growing
summer peak as well as supplement the intermittency created by solar resources.

Moreover we are witnessing lower average daily prices on the wholesale market with sharp price spikes and
increased volatility during peak periods. This new pricing pattern is a result of excess energy supply during the
middle of the day throughout much of the year largely created by an oversupply of solar energy in California.

In order to take adientage of this oversupply and pass the energy savings to our customers, we ielue
iniestments in flexible resources that can quickly shut down to allow the import of market power and then quickly
ramp back up when demand and prices spike again later in the day. We expect these market conditions to exist
for the foreseeable future, and were positioning our generation iniestments to be more aligned with these market
conditions. Ultimately this will result in a lower cost of service to our customers improie reliability for the region,
and new investment opportunities for our company. This also means that our views on the ielue of baseload and
intermediate generation for our customers are evolving.

And we will focus to our future investments for new generation towards flexible peaking technology like
combustion turbines and ewntually energy storage which is better optimized for emerging market conditions.

Finally, I'd like to update you on a change in our execute team. When I became CEO in early 2009, the top of
my priority list was to recruit one of the finest legal minds in the electricity industry Dave Falck, who joined the
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company as our General Counsel. Fortunately for us Day accepted the offer and has provided Pinnacle West

and me with consistently thoughtful counsel ear since. He is a trusted advisor so it is with mixed feelings that I
share Day's decision to begin the transition into retirement. Day will become Pinnacle West's Executhe Vice

President of Law through his retirement in the spring of 2018. And he will continue to advice the Board of
Directors and me on gowmance matters and industrys issues.

Dave's transition period allows us to continue our commitment to succession planning and talent deielopment at
all levels of our company. And l'm pleased to announce that Jeff Guldner has been promoted to Executive Vice
President and will assume the role of General Counsel for Pinnacle West and APS in addition to his current
responsibilities of leading our public policy organization. Jeff a skilled lawyer and a thoughtful and respected
leader with a deep understanding of our industry .

In closing we're delivering on our commitments and continue to be viellpositioned for a solid year in 2017. Were
focused on completing our rate review filing and maintaining operational excellence, while positioning Pinnacle
West as a sustainable leader through the strategic capital iniestments.

l'll now tum the call pier to Jim..

and Cluel
I

James R. Hallield

Thank you, Don, and thank you again eieryone for joining us on our call. This mouing, we reported our financial
results for the first quarter of 2017. As shown on slide 3 of the materials for the first quarter of 2017 we earned
$0.21 per share compared to $0.04 per share in the first quarter of 2016. slide 3 also outlines the ieriances that
droie the change in our quarterly ongoing earnings per share. lll highlight a few of the key driiers. An increase in
gross margin at a $0.06 per share compared with the first - prior year first quarter period, supported by higher
LFCR rewnues and favorable weather.

More of that sales in the first quarter of 2017 compared to the first quarter of 2016 decreased earnings by $0.04
per share while the posithe effect of customer growth were more than offset by energy savings driien by

customer behavior energy efficiency programs and distributed renewable generation and one less day of sales
because of leap year in 2016.

Although sales were down in the first quarter it should be noted that normalized usage per customer in our first
quarter and fourth quarters tends to hair more variability than usage in the second and third quarters and results
in these periods are less indicative of full year results. As an example of this month-to-month durability we haw
seen posithe weather normalized sales growth in April although I will remind you this is only one month of data.
Lower operations and maintenance expense contributed $0.11 per share in the first quarter of 2017, primarily due
to lower planned outage costs. As you recall we had large planned outages at the Four Comers Power Plant in
both the first and second quarters of 2016 as part of the plant's routine maintenance schedule.

As we had previously indicated we expect additional planned outages at Four Comers this year as we prepare
for the SCR installations, the timing of which will be largely focused in the second half of 2017.

Higher D&A decreased earnings by $0.04 per share in the first quarter, due to increased expenses resulting from
additional plant and service. And lastly, you will notice a $0.05 benefit to first quarter earnings, driven by a lower

effecthe tax rate in the current year period, primarily due to the adoption of the new stock compensation guidance
in 2016. The new guidance requires income tax benefits and deficiencies resolving from share based payments to
be recognized in the period in which they occur.
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Now turning to Arizona's economy which continues to be an integral part of our investment story. I'II highlight the
trends that were seeing in our local economy and in particular the Phoenix Metro Area. In 2017 the Metro
Phoenix region continues to haw job growth above the national average. Through February, employment in
Metro Phoenix increased 2.6% compared to 1.6% for the entire U.S. This above-average job growth has dryden
largely by the financial sendces sector. This solid job growth continues to haw a positive effect on the Metro
Phoenix Area's commercial and residential realestate markets. As seen on the upper panel of slide 4 vacancy
rates in commercial markets continue to fall and therere at niels last seen in 2008 or earlier. Additionally our 2
million square feet of new office and retail space is under construction at the end of the quarter. We expect a
continuation of business expansion and related job growth in the Phoenix market which will in turn support
continued commercial development.

Metro Phoenix has also had growth in the residential real estate market. As you can see in the lower panel of
slide 4, housing construction is expected to continue the upward post-recession trend. In 2017, housing permits
are expected to increase by about 7,000 compared to 2016 dryden by single-family permits.

In fact permit for new single family homes in March were at the highest lei el since August of 2007. Several
factors are drivng this increase.

Maricopa County was the fastest growing county in the U.S. in 2016. Also as I mentioned on previous calls,
vacant housing in Phoenix is solidly back at pre-recession lewis. The activity in the market is providing
meaningful support to home prices, which have returned to niels last seen in early 2008.

We belief that solid job growth low mortgage rates and the opening up of credit to the was of households who
suffered from foreclosures during the recession to allow the Metro Phoenix housing market and the economy

more generally to continue to expand at this pace pier the next couple of years.

Reflecting the steady improvement in economic conditions APS' retail customer base grew 1.4% in the first
quarter. We expect that this growth rate will continue to gradually accelerate in response to the economic growth
trends ljust discussed. Importantly the long-term fundamentals supporting future population job growth and
economic development in Arizona appear to be in place.

Finally l'll comment on our liquidity and financing. On March 21 APS issued an additional $250 million of its
outstanding 4.35% senior unsecured notes that mature in November 2045. The proceeds were used to refinance
commercial paper borrowings and replenish cash temporarily used to fund capital expenditures.

We expect to issue up to $600 million of additional long-term debt this year one transaction at Pinnacle including
refinancing of the $125 million temi-loan and one at APS. Overall our balance sheet and liquidity remain iery
strong. At the end of the first quarter Pinnacle and APS had approximately $91 million and $117 million of short-
term debt outstanding, respecthely.

And just a quick note on guidance. We do not intend to issue earnings guidance for 2017 until alter final approval
and APS' pending rate review. However, to assist you with your estimates they\e listed key dryers that may
affect 2017 ongoing earnings, is included in the appendix in today's slides.

Additionally if the proposed settlement in the pending rate review is approied by the Arizona Corporation
Commission we would be comfortable with our ability to continue to fund APS capital expenditure program with
no new equity through our planning horizon.
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This concludes our prepared remarks. I'II now tum the call back over to the operator for questions.

l

lQUESTION AND ANSWER SECTION

Operator: Thank you. [Operator Instructions] Our first question is from Greg Gordon of Encore. Please go
ahead.

Greg Gordon

Hey, good mouing guys. How are you?

Donald E. Brandt
°residevf & Chip Executiv

G r e a t  G r e g .  H o w  a r e  y o u ?

Greg Gordon

Good. Looking at your sales statistics for the quarter did the leap day haw an impact on those sort of bottom line
demand numbers?

i James R. Hatfeld

Yeah. I would say of the 3.3% lower sales about one-third of that was related to leap year.

Greg Gordon

Okay great. And then Commissioner Bums at the ACC had recently made a tiling with the ALJ in your case.
either asking or recommending that several of his peers will be recused from voting in that case. Can you tell us
what has occurred subsequent to that if anything?

Jeffrey B. Guldner

Greg this is Je1T. Nothing has occurred at the Commission, the hearing is continuing right now and we'd expect
the hearing will probably wrap up today.

Greg Gordon

Right. So did the ALJ like to say that they're going to opine as to whether or not they would rule on that or has
there been any guidance given from the ALJ on whether or not that's on going to be considered?

Jeffrey B. Guldner
1Pres /dent PL

7FA CTSF' ° : cal l  st reet
1-877-FACTSET wvvw.callstreet.com Copyright ©2001-2017 FactSet Call Street, LLC

K-ACC00035
Page 7 of 21



(PNW)Pinnacle West Capital Corp. B
Q1 2017 Eamings Call

Corrected Transcript
02May-2017

No she had commented early in the proceeding that any issues with Commissioner Bums were going to be
addressed by the Commission.

Greg Gordon

By the Commission.

Jeffrey B. Guldner
r

Yeah.

Greg Gordon

Okay. And I guess I apologize for not doing my homework but on April 17 you guys filed your Integrated
Resource Plan?

James R. Hallie ld
- .~14o* ! - .

Yeah.

Gr eg Gor don
3lvst "V

I|
I If we look in there, will that ghe us some sense of the quantum of capital spending that you expect to deal with

the sort of these issues that Don laid out so clearly on the call in a qualitative fashion? And does it look like it
actually would necessitate a sustained capital spend in the $1 billion to $1.3 billion range that you're currently
spending sort of post 2019?

James R. Hatfield

Yeah. Greg, this is Jim. lT1e IRP addressed beginning in 2021. lthink it specifically talked about PPAs. It's really
for the summer period made through September. lthink the flexible generation that we'w talked about is really
been cawed out of the self-build moratorium and that would be further off into the horizon.

Greg Gordon

Okay. Last question from me the Commissioner Little, your former Chair had proposed consideration of an
increase in the renewable portfolio standard. Is it your expectation that the Commission will take up that
consideration of that proposal at any point this year?

James R. Hatfield

think that's our expectation. Obviously any increased renewable spend outside of the $15 million a year and $18
million and $19 million from AZ Sun ll is not currently in our forecast, so that would be incremental capital.

8FACTSF":call
1-877-FACTSET

street
vwwv.callstreet.com Copyright ©2001-2017 FactSet Call Street LLC

K-ACC00035
Page 8 of 21



(PNW)Pinnacle West Capital Corp. g Corrected Transcript
02-May-2017Q1 2017 Eamings Call

Greg Gordon

Okay. Thank you, guys.

Donald E. Brandt
l -»r=(T{JV~

Thanks Greg.

Operator: The next question is from Julien Dumoulin-Smith of UBS. Please go ahead.

Julien Dumoulin-Smith
U55 >ea/I

l
l

Hey good mouing everyone.

James R. Hatfield
r 3 f (

Hey Julien.

Julien Dumoulin-Smith

I Hey so let's pick up where Greg left o1T. Let's talk around storage just real quickly if you can. Id like to understand
in the context of the IRP the timing of any associated capital ramp-up of the storage program looks like you haw
roughly 400 megawatts in there and the regulatory process and framework that you would otherwise contemplate
to put those storage opportunities in theory in rate base?

Jeffrey B. Guldner

Julien this is Jeff. The IRP has just been tiled so obviously we're working through - we'lI be working through that
and there'lI be a - certainly more discussion on that as we mow forward. We'ye got some storage that were
doing right now that is with the Solar Partners Program. I'd say the focus were got right now is storage that's
related to our quality local reliability issues and we're making sure that we haw a good understanding of GAAP
and so that's kind of what I - that's what I think right now that the discussions started.

James R. Hatfield

I think our view on storage at the moment Julien is more reliability driven and you know I think we'lI be seeing
more capital outlays for storage, but we're taking a \try measured approach and making sure we're on the right
side of cost curve on storage. But clearly it's going to hate a part in our future from a capital perspectiie and I
would say that's not currently in our forecast.

Julien Dumoulin-Smith

Right. And just lets say this is there any - or how - in theory you were to more forward with it what kind of
regulatory recovery framework would you think about would this be more conventional CapEx? The only reason I
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mentioned is just and kind of thinking about when this program would rollout and how that would roll into the

timing of any subsequent rate case?

James R. Hatlield
Execuf /icepresiden and ch Dfice Pinnacle West Cap

well, I think if we owned it you know we hair to be recovered in the regulatory process, so it's not currently a
framework for a adjusted mechanism. We also have the PSA expanded where we can put Commission-approved

battery asset cost through the PSA and hair recovered that way.

Julien Dumoulin-Smith

Got it. So there is potential that you could use the PSA tothe extent of which youw built something.

James R. Hatfield
..,...-.: Jnd Chef Financial Ofica. Pinnate West Capital Cfv"

Potentially .

Julien Dumoulin-Smith

Got it. Excellent. And actually just in tandem with the rooftop, obviously there is a good amount of discussion in
the IRP on that front. Can you elaborate a little bit is there - how meaningful of an opportunity for you all is that to
the extent to which youre looking at the prospect?

James R. Hatfield

Well we agreed to $10 million to $15 million a year. So recovered through the RES. So as cunently
contemplated its not a big capital item but it is incremental and we can recover concurrently which is great from
a capital perspective.

Julien Dumoulin-Smith

And that is indeed embedded in your latest update, right?

James R. Hatfield
fes1gen 8fl( or i i

Yeah.

Julien Dumoulin-Smith

The extension. Okay. Lastly on Navajo can you expand upon the potential scenarios contemplated? I suppose to
the extent which that the plant is indeed left open through some kind of federal program, or what have you is
there something which you would actually receive funds to continue operating the plant or is this likely something
in which if it continues operation, there would be some different owner [indiscernible] (26:50). I just - I know there
is a lot of different iterations out there if you could kind of high lei el summarize it ld appreciate it.
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Jeffrey B. Guldner
Senior PreSfdentl-'uDl1C Policy A

So Julien this is Je1T Right now the group is focused on getting good initial two-year lease extension which
would allow the operation of the plant to be continue through 2019. Then the Department of the Interior has
workshops going is looking at a variety of different scenarios that could include potential new owners for the
plant, but that's - there has been two meetings and there is another meeting coming up later this month, so that's
pretty early right now.

Julien Dumoulin-Smith Q
So it's not off the table that you guys would continue to operate that plant clearly?

Jeffrey B. Guldner
~PresidentPublic q / A 1

We don't operate...

Julien Dumoulin-Smith
I
I ...or haw an ownership, sorry?

James R. Hatfield
/der! and c h

Well I don't know that I wouldn't say it's off the table.

Julien Dumoulin-Smith

Okay .

James R. Hatfield
°res1den and ch

Were only a 40% owner in that plant. So we don't want to speak for SRP who is the owner operator.

Julien Dumoulin-Smith

Got it. Excellent. l'll leaie it to that. Thank you.

Operator: Thank you. The next question is from Ali Agha of SunTrust. Please go ahead.

Ali Ag ha

Thank you. Good mouing.

Donald E. Brandt
. _ 4 . :hid ExecutiveOfficer
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Good moui ng.

A I i Agha
obirson Hum by lm

Good mouing. First question Jim whats etfectiw tax rate should we be assuming for the year and going forward
with these tax rate changes you were mentioning?

Dftics Pinnai

James R. Hatfield

I think it would be consistent with prior years. l'hat tax benefits in the first quarter we technically took over the
course of a year in our etTecthe tax rate with the change in our accounting guidance. We book it now at the time

the shares are issued that required us to do it in the first quarter, which just pans out because the first quarter is
such a small quarter.

Al iAgha
Ly mc

Okay. So around 34% or so?

James R. Hatfield
I/deN and Ch .

Yes .

Al iAghaI
I
i Okay. And then coming back to the electric sales, this is third consecutive quarter we've seen a decline here on a

weather normalized basis. Any particular explanation for that or what may be happening here?

James R. Hatfield

well again in the fourth and the first quarter with small sales any sort of vieather variation or anomalies pop-up
from year-to-year. We look for the second quarter and third quarter and so far the second quarter is starting off

with weather deficit posithe sales. So I would sort of hold on thoughts on sales until we get through this second
quarter where we haw more meaningful amount of sales.

Ali Ag ha

Okay .

James R. Hatfield
Jresiden and Chi f

Its not something that lm worried about as we sit here today for the year.

Al iAgha
obirxson i
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I see. And then as a part of the settlement one thing obviously that also will get updated is the higher equity ratio

layer for you guys. So assuming the settlement obviously is approved does that change your thinking of the
underlying earnings power of the company, now that you are operating with a higher equity ratio? Does that

change the growth outlook from your perspective?

James R. Hatfield

No, not at all. I think the equity ratio more normalized as we fund our CapEx program with the long term debt.

Al iAgha

Okay. So, all else been equal, you don't think the higher equity ratio should lead to higher earnings growth as

well?

James R. Hatfield
-

No.

Al iAgha

Okay. Thank you.

James R. Hatfield

It was within the context with the settlement obviously but not driving meaningful growth.

AliAgha

l see. Thank you.

0perator:Thank you. The next question is from Michael Lapides of Goldman Sachs. Please go ahead.
I

Michael Lap ides

Hey guys. Congrats on a good quarter.

Donald E. Brandt
co Chip Exa.:*.*- nz.

Thanks, Mike.

Michael Lap ides
4 :u/viaAnalyst

Couple of regulatory questions. So in the IRP it talks about your tiling a 2017 RFP for summer season peaking
needs 2021 and beyond. How does the requirements in the rate case settlement fit into, whether APS could either
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be building CTs in the 2022 2024 timeframe or whether you could potentially be buying other people's CTs and
putting on the rate base if that's the outcome of an independent review process in RFP?

Jeffrey B. Guldner

Michael, there is a self-build moratorium thats in the case, that you haw to step through the process if you were
going to propose a build, so typically that's going to be more in the view of a back stuff, but one of the changes to
that moratorium would be an acquisition would be different so that's changed a little bit from the last moratorium.

Michael Lap ides

Meaning you're allowed to do in the rate case settlement and acquisition going through the normal process with
the PSC and an RFP but it doesn't preclude acquisitions?

Jeffrey B. Guldner

Yeah, the moratorium that's proposed in a settlement doesn't preclude acquisitions but it would affect itself
though.

Michael Lap idesi
Got it, okay. Trying to think through and this may be a Jim question. Trying to think through O&M and some of
the lumpiness in O&M. So first quarter of 2016 had the big outages, first quarter of 2017 you still had some
outages but not nearly the size that you had in first quarter of 2016.

James R. Hatfield

Right.

Michael Lap ides

But fourth quarter or a late third quarter early fourth quarter 2017 will once again haw pretty sizable outages. Is
that kind of the right way to think about it and will those outages look more like what you had this quarter or what
you had in the first quarter of 2016?

James R. Hatfield
4

More like the first quarter of 2016

Michael Lap ides

So pretty big?

James R. Hatfield
/ . - - I
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Yeah. Its going to be the major outage for Units 4 and 5 prepping for the SCR installations.

Michael Lap ides

Okay. Are the 2016 and 2017 outages - should we think of this as normal runof-course type of stuff that happens
kind of ow year or is this more stuff thats kind of more one-otf-ish and when we think out to 2018 and beyond
we shouldn't be thinking that O&M stays at this pretty elevated level?

James R. Hatfield

No, our fossil plant outage O&M is pretty lumpy. 2016 and 2017 are eleiated because of the prep for the SCRs.
So, I think you would see as you get out to 2018-2019, more normalized fossil O&M.

Michael Lap ides

Okay. And is there a year where vie can go back in time and look at O&M and say that was more of a normal
yeaKp

James R. Hatfield
- ( / '

l'd say probably 2015 would be more nomlal.

Michael Lap ides

l
! Got it. I appreciate it. Thank you, Jim much obliged.

James R. Hatfield

Yeah.

Operator: Thank you. The next question is from Charles Fishman of Morningstar. Please go ahead.

Charles Fishman
I 1

Good mouing.

James R. Hatfield
/1:lai Off7ca Pmnaue vvesr

Moming.

Charles Fishman

The threeyear stay-out remind me that was similar to your last settlement except it went longer right just by
your choice?
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James R. Hatfield
:adeN and Cn

Correct.

James R. Hatfield

Yeah no last one we could haw filed June 2015. We elected to not tile until 2016.

Charles Fishman
1Ana/ysf

But originally was it three years?

James R. Hatfield
.ram T'

Yes .

Charles Fishman
r Mornngsta

And then does the stay-out, didn't it haw provisions and does this one, that allow you to go back in under certain
unusual circumstances? Does this haw something like that?

Jeffrey B. Guldner
I

I

I

lhere's always in kind of every settlement l've seen in Arizona Charles there's been force majeure-type
provisions, but I don't recall a case in which they've been actually used.

Charles Fishman

Okay. That sounds what lwas thinking. Thank you very much. That's all I had.

Operator: `lhank you. The next question is from Paul Patterson of Glenrock Associates. Please go ahead.

Paul Patterson

Good mouing.

Donald E. Brandt

Hey Paul

James R. Hatfield
y. Ifrcerresluen and Chef Financial C

Good mouing.
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Paul Patterson
ck  Associate .

Most of my questions haw been answered but I wanted to sort of just touch base on some of the things I think I
heard on the economics of the area.

James R. Hatfield
-  V-/ice presiderr and CtvefFinan¢ Moa Pmna

Yeah.

Paul Patterson

It sounded to me that, ill got it right or let me know if it got it wrong but that financial services was the big dryer
on the commercial side is that correct?

James R. Hatlield
I:idea and Chef Finanoan <

Correct.

Paul Patterson

-s i t
I

i
I And pardon my ignorance, but why - I don't think of financial services as being in Arizona that much - what

anything in particular or...?

James R. Hatfield

We define that broadly but State Farm relocated their western operations to Tempe and built five buildings on
Tempe Town Lake and theyre beginning now to populate all of these buildings with the people, and so that's a
big dryer of that growth.

Paul Patterson

Okay. And then you also just mentioned that like basically things look like they were pretty much around 2008.
Now, obviously things have changed in the economy and what have you, but what do you feel - obviously 2008 in

some ways is not so posithe in terms of what followed afterwards. Do you haw any sense in terms of the real
estate market or anything about how things are on the ground there? In other words, I mean, are you seeing the
same kind of real estate activity that you actually saw in 2008 or could you just elaborate a little bit more on that?

:f=»eiExa

Donald E. Brandt

Paul Don Brandt here. Just couple of factoids here is the Metropolitan Phoenix housing permits are at the highest
level they\e been since 2007. Maricopa County is the fastest growing county in the United States in 2016
eclipsing I belief the county where Austin, Texas, is located. And were seen not just in the financial sendces
but beyond State Farm, a lot of back office operations are here, call centers but also biosciences is a really
booming industry that brings a lot of jobs and relatively highly paid jobs.
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Paul Patterson
Analyst Glenrodr AssociatesLLC

Okay. Great. Thanks for the update.

Operator: Thank you. The next question is from Gregg Orrill of Barclays. Please go ahead.

Gregg Omni

Yes thank you. Is it possible to gin a sensitivity an EPS sensitivity to 1% weather normalized sales growth?

James R. Hatlield
r dd chef Financial Ornc(

lt's about $0.08 after tax. l

l

Gregg Orrill
Jo

Okay. And with regard to the LFCR under the new settlement, is it more - does it result in more recoiery than
under the prior rate plan?

James R. Hatfield

No it would be recoiered differently, it's going to beat the mandates iersus volumetric but the robustness of the
LFCR did not change.

Gregg OrrillI
I

Thank you.I

i..

Operator: Thank you. The next question is from Michael Lapides of Goldman Sachs. Please go ahead.

Michael Lap ides

Hey guys my apologies, a follow-up. The LFCR running $0.03 to $0.04 a quarter that stays postrate case
implementation roughly. I know its hard to forecast but just trying to think about if the rate case changes that at
all?

James R. Hatfield
Ir Ana X her -want

No.

Michael Lap ides
. . an sacrs & Co
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Okay. Second when we think about the rate case settlement, he kind of gone through it and its not the easiest
document to get your arms around. The increase in the D&A rate, the $61 million that doesn*t drop to the bottom-
line because your D&A is going to go up.

James R. Hatfield

Right.

Michael Lap ides

In the moving around of the $53.6 million in the fuel and purchase power, will that also not drop to the EBITDA or
EBIT line, because your fuel and purchase power cost should change, right?

James R. Hatfield

Correct.

Michael Lap ides

Okay. The base rate increase of 87.2%, are there any cost that are not on your income statement today that will
be on your income statement when the rates go into effect or is this simply trying to catch up some of the
regulatory lag with the investments youl\e made and the increased cost youve seen?

James R. Hatfield

well we wouldn't contemplate recowring any cost that will be new, it does defer the SC Rs for recovery in 2019
and Ocotillo until the next rate case, but other than that it was would just be really reflecting the capital
investment into the system that was from the last settlement forward.

Michael Lap ides

Got it. And so what ending period test year was that using -what's the ending rate base of that?

James R. Hatfield
l 4.andCrierFi,

2015 rate base was do you know Ted?

Ted Geisler
Penna

I don't know.

James R. Hatfield
Y . I" "  1 Firma(

WeII get that to you. We haw that number.
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Michael Lap ides

I
Okay. Adjust didnt know if that was a known and measureable number from like six - three months ago or six
months ago or is that truly an ending 2015 or early 2016 rate case number?

James R. Hatfield

It was 2015 with 12 months post test year plan so we really retiect as 2016 our APC rate base at year-end was
$6.8 billion for purposes of Arizona, then it would add probably another $300 million of rate base over the course

of 2016.

Michael Lapides

Okay. And the only reason why I kind of ask about this is in 1987 this is a pretty decent revenue increase. And
on your share account if you just kind tax effect that, that would seem like a pretty decent outcome. l'm just trying
to make sure l'm not missing anything where there are costs that are increasing significantly relate to what
you're incurring today and that's all kind of embedded in that base rate case.

James R. Hatfield
i
I

Yeah. I don't think you missed anything.

Michael Lap ides

Got it. Thank you, Jim. Much appreciated.

James R. Hatfield

Yes.lhanks Michael.

Operator: Thank you. There are no further questions at this time. I'd like to tum the conference back over to
management for closing remarks.

Ted Geisler

Thank you all for joining us today. This concludes our call.

Operator: lTiank you. Ladies and gentlemen, this does conclude today's teleconference. You may disconnect
your lines at this time and thank you for your participation.
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MANAGEMENT DISCUSSION SECTION

Operator: Greetings, and welcome to the Pinnacle West Capital Corporation Second Quarter 2017 Eamings
Conference Call. At this time all participants are in a listen-only mode. A brief question-andanswer session will
follow the formal presentation. [Operator Instructions] As a reminder this conference is being recorded.

It is now my pleasure to introduce your host, Stefanie Layton, Director of lmestor Relations. Thank you. You may
begin.

Stefanie Layton

Thank you Christine. I would like to thank everyone for participating in this conference call and webcast to review
our second quarter 2017 earnings recent developments and operating perfomiance. Our speakers today will be
our Chairman and CEO, Don Brandt and our CFO Jim Hatfield. Jeff Guldner APS' Executive Vice President of
Public Policy and General Counsel, and Mark Schiavoni APS's chief Operating O1§cer are also here with us.

First I need to cowl a few details with you. The slides we will be using are available on our lmestor Relations
web site along with our earnings release and related information. Note that the slides contain reconciliations of
certain non-GAAP financial information.
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Todays comments and our slides contain forward-looking statements based on current expectations and the
company assumes no obligation to update these statements. Because the actual results may differ materially
from expectations, we caution you not to place undue reliance on these statements.

Our second quarter Form 10Q was hied this mouing. Please refer to that document for forward-looking
statements, cautionary language, as well as the risk factors and MD&A sections, which identify risks and

uncertainties that could cause actual results to differ materially from those contained in our disclosures.

A replay of this call will be available shortly on our web site for the next 30 days. lt will also be available by

telephone through August 10.

twill now tum the call over to Don.

Donald E. Brandt

Thanks Stefanie and thank you all for joining us today. We continue to demonstrate operational excellence
through the second quarter of 2017 and we remain well-positioned for a solid year. Before Jim discusses the
details of our second quarter results, l'll provde a few updates on our recent regulatory and operational
developments.

Two significant milestones in the APS rate review hair been completed as we near the conclusion of that
process. The hearing ended on May 2 and the Administrathe Law Judge issued a recommended order on July
26.

The recommended order supports the settlement agreement without material modification, including the 10%
return on equity a $94.6 million base rate increase which is the equivalent of an overall 3.3% bill increase,
deferrals for the selective catalytic reduction equipment at Four Comers and the Ocotillo Modernization Project,
with a step increase in 2019 for the SCRs, and moving the time of use window from 12:00 PM to 7 PM to 3 PM to
8 PM.

The Administration Law Judge also recommended that the new rates go into effect on September 1. APS will file
exceptions and clarifications to the recommended order tomorrow on August 4. The settlement agreement will
bring about sustainable solar a smarter energy infrastructure a cleaner energy mix and more options for
customers. The Judge's recommendation to support the settlement agreement continues to mow us in that
direction.

I

I

i
The final step in the rate renew process is for the Commission to vote at an upcoming open meeting. We view the
progress to this point, including the Judge's recommendation to approve this settlement as wry posithe.

With the anticipated conclusion of our rate review and the related imminent grandfathering deadline for net
metering, we continue to see an increase in residential solar. In June we receded our 4500 applications for
solar interconnections which is more than double the recent monthly average. As of July, there have been more
than 62,000 residential PV installations in the APS service territory, totaling 483 megawatts. As you know, APS
customers also recede solar power from the large Solana Generating Station and from 10 AZ Sun utility-scale
solar plants.

Tuming to our operations Palo Verde Generating Station successfully completed a planned refueling outage for
Unit 2 in less than 31 days, with no OSHA recordable injuries. The units operated at 93.1% capacity factor
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through the inst half of the year. At our Four Comers Power Plant the installation of new selectee catalytic
reduction equipment is more than 75% complete. The first unit with the new equipment will come on-line later this
year and the second in early 2018.

The the new fast-start flexible generating units being installed at our Ocotillo plant are more than 60% complete
and all are expected to be in service by summer 2019. The Navajo Generating Station co-owners and the Navajo
Nation agreed that the Navajo plant will remain in operation until December 2019.

On June 26 the Navajo Nation Council approved a replacement lease that will allow the plant to operate through
2019 and sets guidelines for decommissioning activities that will begin alter 2019. Certain additional approvals
are required, which are expected to occur by late2017.

Various stakeholders, including regulators, tribal representathes, the plant's coal supplier and the United States
Department of the Interior have been meeting to determine if an altemathe solution can be reached that would
permit continued operations of plant beyond 2019.

On June 20, amidst a week-long spell of temperatures ranging between a 115 degrees and 119 degrees APS
customers set an all-time record peak demand of 7,367 megawatts between the hours of 5 PM and 6 PM. This
record demand eclipsed the 11-year-old record of 7236 megawatts set back in 2006.

Allow me to expand on a few more observations about energy supply on that peak day June 20. By 8 PM that
evening the system load was still within 6% of the record peak demonstrating how energy demand remains wry
strong on after the sun goes down. Production from private rooftop solar had peaked at 1 PM that afternoon
and was only producing 30% of its capacity during the 6 PM hour. Our growing customer demand and the
misalignment between when our demand peak occurs and when rooftop solar produces the most energy further

demonstrates the need to continue grid enhancements while adding peaking resources.

Looking to our capital iniestment program, in June the Daisy Mountain Substation came online helping to
provide strong reliability for a growing population north of the Phoenix metropolitan area. The new system is one
of our two prototype substations that incorporate self-correcting technology.

As part of our continuing proacthe approach to modernizing the grid APS has implemented adwnced
technologies completed multiple high-wltage transmission projects to further in prow reliability and introduced
new ways for customers to recede important energy usage information. This planned iniestment strategy helps to
ensure we are able to meet our customers increasing energy requirements. For our future resource needs, APS
issued an RFP on April 12 seeking proposals for 400 megawatts to 700 megawatts of capacity to meet peak
demand requirements beginning in 2021.

This RFP would be used primarily to backfill a 480-megawatt seasonal exchange agreement which expires in
2020. The RFP required proposals to be submitted by July 14 last month. APS is culTently ewluating those
proposals and we expect to haw a decision by the end of 2017.

In closing we continue to be well-positioned for a iery solid 2017. Were focused on completing our rate review
filing and positioning the company to continue to grow to meet the increasing energy needs of our customers.

Now lll tum the call our to Jim.
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James R. Hallield

Thank you, Don, and thank you again, everyone for joining us on the call. This mouing, we reported our financial
results for the second quarter of 2017. As shown on slide three of the materials, for the second quarter of 2017

we earned $1.49 per share compared to $1.08 per share in the second quarter of 2016. slide four outlines the
variances that drove the change in our quarterly ongoing earnings per share. l'll highlight a few of the key dryers.

Total gross margin was up $0.27 per share compared with the second quarter of 2016 supported by stronger
customer usage favorable weather and higher transmission and lost fixed cost recovery revenues.

Higher net sales in the second quarter of 2017 compared with the second quarter of 2016 increased earnings by
$0.10 per share, which we belief reflects the improving economic conditions were seeing locally and l'll talk
about more on that in a moment which was supported by 1.8% customer growth as well as higher average usage
by our residential customers.

Weather normalized retail kilowatt-hour sales were up 2.9% in the quarterly comparison net of the impacts of
customer conservation energy ethciency programs and distributed renewable generation. Although we are
pleased with the favorable sales growth we saw in the second quarter, year-to-date through the end of June
sales were up 0.1% and we still expect that weather normalized sales growth will fall within the range of about 0%

to 1% for the year.

Lower operations and maintenance expense contributed $0.14 per share in the second quarter of 2017 primarily
dryden by less fossil generation planned outage activity during the current period. As you'll recall we had a large
planned outage at the Four Comers Power Plant in both the first and second quarters of 2016 as part of the
plant's routine maintenance schedule. And keep in mind that we expect extended outages at Four Comers in the
second half of this year as we prepare for the installation of push control equipment. Also want to note that the
quarterly O&M variance includes a charge related to the cancellation of capital projects at the Navajo Generating
Station, which has an offsetting adjustment depreciation.

On the topic of depreciation higher D&A decreased earnings by $0.01 per share in the second quarter primarily
due to increased plant and service, partly offset by the Navajo plant item ljust mentioned.

Tuming now to Arizona's economy which continues to be an integral part of our investment story l'll highlight the
trends we are seeing in our local economy and in particular the metro Phoenix area. As seen on the upper panel
of slide 5, the Phoenix metropolitan area continued to show job growth aboie the national average. Through May
employment in the metro Phoenix area increased 2.4% compared to 1.6% for the entire U.S. This above-average
job growth is dryden largely by the financial services sector. This solid job growth continues to haw a posithe
effect on the metro Phoenix area's commercial and residential real estate markets.

Vacancy rates in commercial markets continue to fall and at are lewis last seen in 2008 or earlier.

Additionally about 2 million square foot of new office and retail space was under construction at the end of the
quarter. We expect a continuation of business expansion and related job growth in the Phoenix market which will
in turn support continued commercial development.
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Metro Phoenix has also had growth in its residential real estate market. As you can see in the lower panel of slide
5, housing construction is expected to continue to be upward post-recession trend. In 2017 housing permits are
expected to increase by about 5000 compared to 2016, driven by single-family permits.

In fact, permits for new single family homes in March through May were at the highest level seen since August of
2007. One factor driving this increase is that Maricopa County was the fastest-growing county in the U.S. in 2016.
Debt activity in the market is prouding meaningful support for home prices, which haw returned to niels last
seen in 2008.

We belieie that solid job growth low mortgage rates and the opening up of credit to the was of households who
suffered from foreclosures during the recession should allow the metro Phoenix housing market and the

economy more generally, to continue to expand at this pace mer the next couple of years.

As I previously mentioned reflecting the steady improvement in economic conditions, APS' retail customer base

grew 1.8% in the second quarter. We expect that this growth rate will continue to gradually accelerate in response
to the economic growth trends I just discussed. Importantly the long-term fundamentals support future population
job growth and economic development in Arizona appear to be in place.

Finally a quick update on our financing and guidance plans. We expect to issue about $650 million of additional
long-term debt this year one transaction at Pinnacle including the refinancing of the $125 million term loan and
one at APS.

Overall our balance sheet and liquidity remain very strong. We plan to issue earnings guidance for 2017 alter the
final approval of APS' pending rate review through a separate communication. However, to assist you with
estimates a list of the key drhers that may ali'ect 2017 ongoing earnings is included in the appendix to todays
slides. We also plan to release 2018 ongoing guidance on our third quarter call consistent with our standard
practice.

This concludes our prepared remarks. l'll now tum the call back our to the operator for questions.
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QUESTION AND ANSWER SECTION

Operator: Thank you. We will now be conducting a questionand-answer session. [Operator Instructions] Thank
you. Our first question comes from the line of Greg Gordon with Encore. Please proceed with your question.

Greg Gordonl
l

Thanks. Good attemoon, guys. How are you?

Donald E. Brandt
. f&Ch1dExe

Yes how are you doing Greg?

James R. Hatfield

Good Greg. Thank you.

Greg Gordon

Good. So several questions. First, Don you indicated that you can file exceptions to the ROO by August 4?

Donald E. Brandt

Correct.

Greg Gordon

I mean there weren't very many material modifications to the settlement. So should we expect that you'II have
material issues with the ROO or would they be limited to pemaps the fact that the recommendation bifurcates the
AMI Opt-Out, because other than that I didn't see any major changes?

Donald E. Brandt
an Presidait 8. ChipExecutivi

I think it will be mostly - rd characterize it as tweaking Greg.

Greg Gordon

Okay that's great, thanks. My second question is the weather normal sales growth as you calculated it this
quarter was really quite impressiie. Now l know if l look in the appendix on page 20 the six months ended
weather normal is just 0.1% because the Q1 number was - looked weak. I remember asking about it at the time.

Is this a number this 2.9% I mean is this a number of? of which you think you can build momentum or do you
think it ebbs back down to a lower number, but still one that sort of drives you towards the type of customer
growth targets that we\e been waiting to see which are anally showing up? lm just asking for a little bit more
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color and characterization of like, why did it go from such a low number in Q1 to such a huge number in Q2 and
how should...

Donald E. Brandt
Preside & Chip Execufiv

Well I might ask Jim to comment on the comparison of the two quarters Greg but I will say, I mean were still
looking at as we pointed out in the press release 0% to 1% for the year. And for the first six months we were only
up net-net 0.1%. But for a longer-term, and by that I mean the next two to three years, the balance of the year
some of the things Jim cited but I mean the growth here, number one in the nation the housing permits are the
highest since 2007 if you saw the number driving around the entire metropolitan area.

There is apartment buildings huge apartment buildings going up almost everywhere you look. Different
magazines and Realtor.com projects Phoenix to be the number one housing market this year and next. There is a
lot going on here that I think is going to continue to sustain our growth for the next few years. And Jim, I don't
know...

James R. Hatfield
w .- »- I1g(§ Q5 Ig€ r l We" :raj Offce Pinnacle West Cap . .

I
1

Yes. l'd just say Greg, it's a great question as one quarter we come up pretty flat to negative. We do know that
consumer confidence at the residential lei el increased in the second quarter, and I think that's consistent with the
surge in housing permits in the second quarter. That said we'II see some consumer elasticity as they get their
bills in July from the warm June.

So right now, we're continuing to be led here to-date by the commercial sector with the things we mentioned
before State Farm completing its build-out last year but still continuing to increase focus as we move forward. So,
lthink I would answer that by saying lthink the third quarter is going to tell us a lot as well.

Greg Gordon

Okay. Move on to my last question, obidously the quarter-oier-quarter earnings comparison was incredibly
punchy $1.49 iersus $1.08, but you did point to the fact that you're going to haw some planned outages in the

second half'?

James R. Hatfield

Correct.

Greg Gordon

Can you quantify just if we were just isolate O&M were just going to isolate O&M in the second half sort of
second half 2017 versus second half 2016 what that delta looks like as a function of those planned expenses?

James R. Hatfield
II UQ W Y

So, we knew our O&M was going to be backend loaded this year. I think l'd look to the first quarter of 2016 when
we did similar type outages at Four Comers as a guide in terms of magnitude of that's been great.
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Greg Gordon Q
Okay. Thank you wry much guys. Haw a great day.

James R. Hatteld
r A* and Crier -'ram

Thank you.

Donald E. Brandt
/den & Url id Execute Of'

Thanks, Greg.

Operator: Our next question comes from the line of Insole Kim with RBC. Please proceed with your question.

Ins o le  K im
apt al Markers LL<

Hi good mouing everyone.

James R. Hatfield
we vice »res rand Chef Financial '

Good mouing Insole.I
n

Insole KimI

I

I

Actually the rate case decision, when you guys do provide your 2017 guidance haw you guys made a decision
on whether to potentially provide long-term growth forecast whether it would be rate based or earnings growth

CAGRs?

James R. Hatfield
wf  WV

No we'II provide 2018 guidance and then as our normal practice at the end of the third quarter _ lm sorry 2017
guidance and that at the end of the third quarter we'II do 2018 guidance. But at this time we haw no plans to go
out any further than what we normally do..

lnsoo Kim
aptalMarkasLL<

Understood. My only other question was with the latest update in the suit by Commissioner Bums and I know in
June the ACC denied the motion to compel it. Is it pretty safe to assume that any other further consideration by
the courts near-term shouldn't delay the upcoming rate case decision?

Jeffrey B. Guldner
. Jubic Po

lnsoo this is Jeff. The Superior Court Judge just heard arguments on amending the complaints that would add
the four commissioners and the Commission. I expect him to rule on that in the next week or so. And so we've got
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an open meeting that's coming up in - next open meeting the rate case could go on would be August 15 and
August 16. So I think the rate case is probably going to go before anything happens in the Superior Court.

lns o o  K i m
al Markers LLl

Got it. Thank you wry much.

Operator: Our next question comes from the line of Michael Lapides with Goldman Sachs. Please proceed with
your question.

Michael Lap ides
Ana

Hey guys. Don a question for you. I know the rate case lays out some of the boundaries for this. But glen kind
of what you\e seen for the last six or nine months or on longer-term and what you expect going forward how
are you thinking about your generation capacity and energy needs. And whether postOcotillo there is need in the
early 2020s for new gas-tired generation in your portfolio?

Donald E. Brandt

Most likely we'd be looking at simple cycle peaking needs at that period of time.

Michael Lap ides

Got it. And can you remind me, are you - as part of this rate case agreement, are you allowed to actually own and
operate the simple cycle? The agreement I think doesn't let you go into construction for some types of gas plants
but others it does.

Donald E. Brandt

Yes. That's coiTect.

Michael Lap ides

Got it. Thanks Don. Much appreciated.

Operator: Our next question comes from the line of Ali Agha with SunTrust. Please proceed with your question.

AliAgha

`lT\ank you. Good mouing.

1

James R. Hatfield
; 'resiaerr andCM

Good mouing Ali.
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Ali Agha

Good mouing. First question Jim or Don, assuming the rate case settlement is approved and it looks like it will
be ghen that your ROE stays as it was but your equity ratio goes up somewhat does that cause the earnings
power of the company to increase as well?

James R. Hatfield
4

No. I would expect actually our equity ratio to sort of fall as we issue fixed income securities our the next couple
of years.

Ali Ag ha

Ultimately you think that would kind of remain where it has been?

James R. Hatfield
1 . . 1 " . , Y e s' 39.15 I

Yeah. The equity ratio and the ROE were just placed in there as parameters for us. The rate case was a black
box, so the extra equity in this case it doesn't lead to earnings power.

I|
I

AliAgha

I see, okay. And then separately when you look at the deferrals and the step-up increase in 2019 again as part
of the settlement I recall in the past, you'w talked about - I think rate-based growth has been 6% to 7% dividend
growth 5% and you\e talked about earnings growth somewhere in the middle of the two did I get that right? Haw
you...

James R. Hatfield

Thats correct.

AliAgha

Okay. But do you see that the trajectory glen the step-up et cetera, won't be smooth should we think about
some peaks and troughs as we think about that earnings trajectory because of the timing of the step-up?

James R. Hatfield

Eamings always goes in peaks and troughs. And keep in mind when we do the step increase, we still hair $0.5
billion of Ocotillo that's being deferred, but not being earned on. So that'll create a drag until it ultimately gets
some rates hopefully in 2020.

AliAgha
_.
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I see. Okay. And then more nearterm I know you talked about the planned outages and how the O&M will more
over time but excluding that when you look at how second quarter came out and how first half has come out, has
it come out pretty much as expected on plan or how would you categorize the first half of the year'?

James R. Hatfield
iaerr and Ch-

Yeah I think we're pleased with where we are compared to our plan this year. And beyond that we hawn"t really
glen any guidance and we'll talk about that when we get guidance out here soon.

Ali Agha
b y  Hr :

Okay. Thank you.

Operator: Our next question comes from the line of Jerimiah Booream with Bank of America Merrill Lynch.
Please proceed with your question.

Jerimiah Boo ream
-

Hi good altemoon.

Donald E. Brandt

Good afternoon.

Jerimiah Boo ream

I just wanted to go back to the customer drift question and specifically could you just remind us what percentage
offset you\e seen from solar installations and specifically could you see that affecting how you're thinking about
customer growth as the grandfathering period ends later this year?

James R. Hatfield

Yes. So I would say that, we get probably as much impact of energy efficiency as we do rooftop, but we probably
will haw by the time rates go into effect and installations that are valid wew received before that well probably
end with 70,000 or so rooftop solar. And that will be about 6% of our residential customer base will be with the
rooftop solar. After that it remains to be seen in terms of continued growth, we get about 1.5% or so offset
typically from EE and DE.

Jerimiah Boo ream
. . .nkofAmerica

Got it, that makes sense. And then just a quick clarification, if the Navajo operators reach an agreement to extend
operations beyond 2019 would you be obligated to basically maintain your ownership or would you haw the
option or how are thinking about that?
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Mark A. Schiavoni
Izoner Pub/i:Sitfng umcer £

Well. This is Mark Schiavoni Jerimiah. Right now, the expectation with Navajo Generating Station the cunent
ownership structure would not remain in place. Through efforts of the Navajo Nation, Department of Interior,
they're looking for altemathe ownership in the future of Navajo Generating Station.

Jerimiah Boo ream

Okay. All right, yes. That's fine. Thank you.

Operator: Our next question comes from the line of Charles Fishman with Morningstar. Please proceed with
your question.

Charles Fishman
(Reseacm

Thanks. Hey the only question I haw is on slide 9 there was a third bullet point under the ROO about the battery
storage? And just to make that clear it's an incenthe program for the customer to install this battery storage
correct?

Jeffrey B. Guldner

Yes Charles Jeff. It was a response to specific issue in the case that was not included in the settlement, and
there were a couple of proposals up. but this is an incenthe program for the customer. lt's funded through the
DSM adjustment mechanism.

Charles Fishman

So now were seen some battery storage utility scale storage Southern California for instance. Is there any
thought about going in that direction because obviously the situation in your system almost lends itself to that?

Mark A. Schiavoni
I

Charles this is Mark. We have installed a couple 2 megawatt batteries into our system and quite frankly, using
that as a part of the solution set. So the way we look at storage range technologies, does it provide the right
solution at the right cost for our system or liabilities, so it could be capacitors, could be - storage can be
transformers it doesn't matter the technology. So, we're pretty agnostic when it comes to that.

Charles Fishman
I

Okay. That's all I had. Thank you.

Operator:Thank you. We haw no further questions at this time. would now like to tum the floor back pier to
management for closing comments.
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Stefanie Layton
- 2 . ,

Thank you for joining us today. This concludes our call.

Operator: Ladies and gentlemen this does conclude today's teleconference. You may disconnect your lines at
this time. Thank you for your participation and haw a wonderful day.
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l MANAGEMENT DISCUSSION SECTION

Operator: Greetings and welcome to the Pinnacle West Capital Corporation 2017 Third Quarter Earnings
Conference Call. [Operator Instructions] As a reminder this conference is being recorded. It is now my pleasure
to introduce your host Stefanie Layton Director of Investor Relations. Thank you. You may begin.

Stefanie Layton

Thank you, Christine. I would like to thank everyone for participating in this conference call and webcast to review
our third quarter 2017 earnings, recent developments and operating performance. Our speakers today will be our
Chairman and CEO Don Brandt and our CFO, Jim Hatfield. Jeff Guldner APS' Executive Vice President of
Public Policy and Mark Schiavoni, APS's Chief Operating Officer are also here with us.

First I need to cover a few details with you. The slides we will be using are available on our Investor Relations
website along with our earnings release and related information. Note that the slides contain reconciliations of
certain non-GAAP financial information.

Today's comments and our slides contain forward-looking statements based on current expectations and the
company assumes no obligation to update these statements. Because actual results may differ materially from
expectations we caution you not to place undue reliance on these statements. Our third quarter Form 10-Q was
filed this morning. Please refer to that document for forward-looking statements, cautionary language, as well as
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the risk factors and MD&A sections which identify risks and uncertainties that could cause actual results to differ
materially from those contained in our disclosures.

A replay of this call will be available shortly on our website for the next 30 days. It will also be available by
telephone through November 10.

l
l

l will now turn the call over to Don.

Donald  E . B rand t
4

Thanks, Stefanie, and thank you all for joining us today. This year continues to be in line with our expectations
and keeps us on pace with our full-year guidance. Although we experienced milder weather compared to normal
during September, our positive customer growth ample investment opportunities, and disciplined cost
management continue to support our ability to meet financial commitments.

Just last month, our board also approved a 6.1% dividend increase demonstrating the confidence our board and
our management team have in our ability to maintain sustainable growth. Before Jim discusses the details of our
third quarter results, l'lI provide several updates on recent regulatory and operational developments.

Our rate review concluded on August 15 with the Arizona Corporation Commission voting to approve our
settlement agreement without material modification, including a 10% return on equity and a $94.6 million base
rate increase which results in an overall 3.3% customer bill increase. New rates went into effect on August 19.
The successful rate review outcome continues to demonstrate Arizona's constructive regulatory environment.

I

On September 1 we filed our proposed 2018 Demand Side Management or DSM Plan, with the Corporation
Commission. The 2018 DSM Plan shifts focus to better align with our changing resource needs. The plan moves
away from incentives where savings no longer align with system needs. It also introduces new programs to shift
customer usage to the middle of the day when solar resources are abundant and energy is less expensive. For
example the 2018 DSM Plan includes a pilot proposal to electrify school busses and provide charging
infrastructure. We believe electrifying vehicle fleets is a win-win solution utilizing excess power generated by
solar during the middle of the day while effectively reducing carbon emissions in a costefficient manner.

To further address excess midday power, the 2018 DSM Plan also includes an innovative reverse demand
response pilot allowing customers to take advantage of negative pricing events. Further recognizing the growing
market for electric vehicles the 2018 DSM Plan includes a managed EV charging pilot program for electric fleets,
workplaces and multifamily housing locations. The charging stations would be utility controlled and available to
provide demand response and load-shifting capabilities.

The shift in energy efficiency towards a strategic focus on managing peak demand allows customers to save
money by encouraging usage during periods when energy is less expensive. From an operational perspective
this shift helps address our over-generation challenges in the middle of the day. in addition it plays a key role in
providing environmental benefits by allowing us to more fully utilize zero or lowcarbon resources.

Turning to our operations our employees once again did an excellent job maintaining the generation fleet and
electric grid this summer. The Palo Verde Generating Station performed well with all three units operating at a
combined capacity factor of 99.4%. Also Unit 1 at Palo Verde entered its planned refueling outage on October 7.
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In September, Four Corners began a 95-day planned outage on Unit 5. During the outage we will tie in the
selective catalytic reduction equipment referred to as SCRs. A second 95-day planned outage will occur in early
2018 to repeat the process for Four Corners Unit number 4. The SCR equipment being installed at Four Corners
will reduce nitrogen oxide emissions by more than 80%.

APS customers have benefited from savings of $30 million in the company's first year in the western regional
Energy Imbalance Market. Our ElM participation has allowed us to garner efficiencies by decreasing production
cost lowering the cost of integrating renewable resources and taking advantage of negatively priced power from
other states .

I

The summer of 2017 also rewrote APS energy records. An all-time peak usage record and new technology
defined the season. On the technology front, we experienced our first summer with the newly implemented
advanced distribution management system or ADMS. An ADMS provides grid operators increased visibility of our
system and the ability to remotely control greater portions of a distribution grid across the state and this ability
played an important role in APS' response to monsoon stops over the course of the summer. And with our
operating system another grid-enhancing technology APS is positioned to meet the evolving needs and
expectations of our customers.

Our capital investment program continues to be robust and is focused on flexible generation new grid technology,
and advancing core utility operations. We are progressing on the installation of five new fast-start flexible
generating units at the Ocotillo Power Plant. Also, in lieu of rebuilding about 20 miles of poles and wires in rural
Arizona we will be installing a battery storage system to meet the area's growing demand for electricity.
Construction on our new 8-megawatt-hour battery storage project will begin in early November and is expected to
be operational early next year.

We also installed two battery storage units in the West Valley in December 2016 as part of the Solar Partner
Program and we're exploring additional storage opportunities. These innovative projects are indicative of the type
of grid we envision for customers smart multi-functional, and a platform for additional customer-cited technology.

Looking forward our long-term strategic plan positions us well to capitalize on new investment opportunities. Our
fundamentals and our expectation for growth remain unchanged and the recent dividend increase reinforces the
board's and management's confidence in our ability to execute and deliver value to our shareholders.

l'll now turn the call over to Jim.

James R. Hatfield

Thank you, Don and thanks again, everyone for joining us on the call. Today l'll discuss the details of our third
quarter financial results, provide an update on Arizona economy and review our financial outlook including
introducing 2018 guidance.

This morning we reported our financial results for the third quarter of 2017 which were in line with expectations.
As summarized on slide 3 of the materials for the third quarter of 2017, we earned $2.46 per share compared to
$2.35 per share in the third quarter of 2016.

Slide 4 outlines the variances that drove the changes in our quarterly ongoing earnings per share. l'll highlight a
few of the key drivers. Gross margin was up $0.22 per share in the third quarter this year compared to last year
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supported by several factors. The rate increase approved by the Commission in APS' rate case proceeding which
became effective August 19 improved gross margin by $0.13 per share.

Higher sales in the third quarter of 2017 compared to the third quarter of 2016 increased earnings by $0.02 per
share, driven by customer growth, partly offset by the effects of energy efficiency and distributed generation. The
net effect of weather variations added $0.02 per share. Cooling degree days were higher in the third quarter of
this year compared to last year, although weather in both the 2016 and 2017 third quarters were less favorable
than the 10-year averages.

Higher operations and maintenance expense decreased earnings by $0.02 per share in the third quarter of 2017
primarily due to an increase in employee benefit costs. We also had higher planned outage costs related to the
beginning stages of the SCR installation at Four Corners Unit 5.

Depreciation and amortization expenses were higher in the third quarter of 2017 compared to the third quarter of
2016, impacting earnings by $0.07 per share. The increase was primarily driven related to plant additions and the
$61 million annual increase in D&A rates approved in the rate case.

Looking next to Arizonas economy which continues to be an integral part of our investment thesis. I'II cover some
of the trends we are seeing in the local economy and in particular in Metro Phoenix area. Metro Phoenix area
had continued to show job growth above the national average. Through August, employment in Metro Phoenix
increased 2% compared to 1.5% for the entire U.S. The above-average job growth is broad-based and driven
largely by tourism, healthcare manufacturing, finance and construction.

The Metro Phoenix unemployment rate of 4.3% also reflects the strength of the job market. This solid job growth
continue to have a positive effect on the Metro Phoenix area commercial and residential real estate markets. As
seen in the upper panel of slide 5 vacancy rates in commercial markets continue to fall and are at the levels last
seen in 2008 or earlier.

.
I Additionally about 3 million square feet of new office and retail space was under construction at the end of the

quarter. We expect a continuation of business expansion and related job growth in the Phoenix market, which will
in turn support continued commercial development.

Metro Phoenix has also had growth in the residential real estate market. As you can see in the lower panel of
slide 5, housing construction is expected to continue the upward post-recession trend. In 2017, housing permits
are expected to increase by about 2,000 compared to 2016 driven by single-family permits In fact permits for
new singlefamily homes in the third quarter was the highest level seen since 2006.

One factor driving this increase is that Maricopa County was the fastest-growing county in the U.S. in 2016. The
activity in the market is providing meaningful support for home prices, which have returned to levels last seen in
early 2008. We believe that solid job growth and low mortgage rates should allow the Metro Phoenix housing
market and the economy more generally, to continue to expand at this pace over the next couple of years.

Reflecting the steady improvement in the economic conditions, APS' retail customer base grew 1.9% in the third
quarter. We expect that this growth rate will continue to gradually accelerate in response to the economic growth
trends Adjust discussed. Importantly the long-term fundamentals supporting future population, job growth, and
economic development in Arizona appear to be in place.
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Finally I will review our financing activity earnings guidance, and financial outlook. On September 11 APS
issued $300 million of 10-year 2.95% senior unsecured notes. The proceeds were used to refinance commercial
paper borrowings and replenished cash temporarily used to fund capital expenditures.

Overall our balance sheet liquidity remained strong. At the end of the quarter Pinnacle West and APS had
approximately $100 million and $32 million of short-term debt outstanding, respectively. As Don discussed, in
October the Board of Directors increased the indicated annual dividend by $0.16 per share or approximately 6%,
to $2.78 per share effective with the December payment.

Turning to guidance we continue to expect Pinnacle West's consolidated ongoing earnings for 2017 will be in the
range of $4.15 to $4.30 per share. Key drivers through the remainder of the year include impacts from the rate
case and higher O&M as we complete the planned outage at Four Corners. The extended planned outage at Four
Corners is why earnings in the fourth quarter of this year are expected to be lower than the fourth quarter of 2016.

We are also introducing 2018 ongoing guidance of $4.25 to $4.45 per share, which. includes an increase in our
weather-normalized sales forecast to 0.5% to 1.5%. The rate increase, our adjustment mechanisms and sales
growth will be important gross margin drivers, which we expect will be partially offset by higher fossil planned
outage costs and higher other operating expenses related to more plant in service, including higher D&A and
property tax.

We have also increased our 2018 capital expenditure forecast by approximately $40 million, mainly for reliability-
related projects. We have higher fossil planned outage costs in 2018, including the 95-day SCR installation at
Four Corners Unit 4. We also have planned outages at our gas plant including Redhawk. Maintenance at our gas
plants is based on run hours and starts. Our participation in the Energy Imbalance Market increasing levels of
solar generation and low gas prices combined have resulted in more starts at many of our plants.

We have and will continue to plan to operate our business for long-term success, and we continuously strive to
manage costs in a sustainable manner. In 2018, the larger-than-normal number of planned outages will provide
the necessary maintenance to continue operating our diversified fleet with a high level of reliability our customers
expect. We also believe that thoughtful and well-executed preventive maintenance can limit more costly emergent
work in the future.

You will find a complete list of factors and assumptions underlying our 2017 and 2018 guidance in the Appendix
to today's slides.

Our rate base growth outlook remains at 6% to 7% through 2019 and we still expect to achieve an annualized
consolidated earned return on average common equity of more than 9.5% over the same time horizon.

With the combination of modest customer growth supported by robust economic development activity explicit
capital investment opportunities in renewable resources technology and grid modernization, together with a
constructive and forward-thinking regulatory commission we believe we are well-positioned to continue our track
record of success.

This concludes our prepared remarks. l'lI now turn the call back over to the operator for questions.
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QUESTION AND ANSWER SECTION

Operator: Thank you. We will now be conducting a questionand-answer session. [Operator Instructions] Our
first question comes from the line of Ali Agha with SunTrust. Please proceed with your question.

Ali Agha

Thank you. Good morning.

I James R. Hatfield

Good morning, Ali.

Ali Agha

Good morning. Jim as you pointed out, in 2018 you will have higher than normal outages and so the O&M
expense gets lumpy and is higher. As you look forward maybe the next couple of years can you remind us again
when we should see that kind of lumpiness in the O&M expense? l'm assuming 2019 2020 perhaps return to
normalized levels, or how should we think about that?

James R. Hatfield

Well l would say this since we haven't gone beyond 2018 is our fossils overhaul spend has always been lumpy
and you can see on slide 14 in the appendix sort of the historical pattern. This was an unusual year with the tie-in
of the SCRs and the scope of the work done to make that happen along with gas plants which are just as I said
based on starts and hours. So I would just say it's lumpy but this year its unusually high.

Ali Agha

As in next year's?

James R. Hatfield

Excuse me.

Ali Agha

As would be next year as well?

James R. Hatfield
l 7 G I U 1111

Yes, of course.
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Ali Agha

Got it. And then second question, in the slide deck you laid out at least an aspiration or a plan for the dividend
growth to continue at 6% beyond the current level. Should we use that as a good proxy of how youre thinking
about EPS growth longer term as well?

James R. Hatfield

Well I would just state it this way, since we dont give earnings growth. Our rate base growth is 6% to 7%. The
board and the management team feels very comfortable of what we see through the next rate cycle. So you can
imply anything you want from that.

Ali Agha

Okay. Last question year-to-date weather-normalized sales growth has been essentially flat I think up like 0.1%.
Is that in line with what you were thinking for this year and any read-through on how you're expecting longer term?
I know you wanted - you are expecting it to go higher but how would you rate sort of the year-to-date trends?

James R. Hatfield

I would say that year-to-date of 0.1% we saw a somewhat of a slowdown in usage in September and October
probably from impact of the higher bills from the rate case. We had a weak fourth quarter of 2016 so I think sales
were right in line with what we were forecasting throughout the year.

Ali Agha

Thank you.

Op er ato r : Our next question comes from the line of Greg Gordon with Evercore. Please proceed with your
question.

Greg GordonI
I.I
i Thanks. Good mouing guys.

James R. Hatfield

Hey Greg.

Donald E. Brandt

Hi Greg.

Greg Gordon
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Ali asked - frankly asked the key questions that I was focused on. But l'm looking through the slides here I don't
see any update on what rooftop solar penetration or rooftop solar sales have done since the rate case was
resolved and the rate design has changed. Can you give us a sense of how the market has changed and what...

James R. Hatfield

Yeah. So the exact number will be in our EEl slide deck which will be filed later today. We're just finalizing the
number. But you did see a fall off to what we expected with the pull-forward in 2018 to the grandfathering but that
number will be in the slide that we will file later today.

Greg Gordon

Okay. Great. Thank you. And I know, Don, you talked about ample investment opportunities just around the
economic growth and modernization of your infrastructure. Your current 2017 to 2019 CapEx plan is reasonably
significantly backward dated. lt goes from $1 .3 billion to $1 billion per year. At what juncture should we expect or
what milestone should we look for for you to identify customer-friendly - customer-necessary investments that
might bring those numbers up?

Donald E. Brandt

I

Good question, Greg. We continue to look for those opportunities and l think it's going to be largely driven by the
kind of growth were seeing some of the things that Jim touched on but in addition to that with Maricopa County
here, where Phoenix is at. lt's the number one population growth center in the United States.

We saw employment in Metro Phoenix increase 2% compared to 1.5% for the nation, and realtor.com projects
Phoenix to be the number one housing market in 2017. We've had on the larger customer side like Intel, which
isn't a customer, but they announced a new tab facility in the metro area which the housing component of that in
the service sector will bleed over into our service territory. And you just get a car drive around, it's hard to find a
block without a multifamily project going up in Downtown Phoenix has really taken off. So it's pretty bullish on our
customer expectations over the next two to five years, and I think that will drive a lot of our CapEx spending.

James R. Hatfield

And Greg, well file updated CapEx including 2020 in our 10-K in February so that will give you also a look into
the future.

Greg Gordon

That's what I thought. Thanks guys. Have a great day.

Donald E. Brandt

You too.

Op er ato r : Our next question comes from the line of Julien Dumoulin-Smith with Bank of America. Please
proceed with your question.
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Julien Dumoulin-Smith

Hey. Good morning.

James R. Hatfield

Good morning, Julien. Good afternoon I guess to you, so.

Julien Dumoulin-Smith
wk Of Am er ica

Yeah. Thank you sir appreciate it. I wanted to follow-up a couple questions really quickly little bit to the last one
that Greg asked. You talked about future investments given the acceleration here. Can you talk about smart grid
and reinvesting in the grid from that perspective beyond kind of the near term into beyond 2019? Clearly, it seems
like that's a trend in the industry, and you all probably see that, to a larger extent perhaps than others given the
customer growth.

James R. Hatfield

We have smart meters in across our system so theyre fully deployed. Don mentioned the ADMS which is really
the grid technology that allows us to get visibility into the grid and control. And I would say our annual spend today
on things like integrated VAR are probably $40 million to $50 million, and that's really evolving at this point so
ample opportunity to continue to support the two-way grid.

Julien Dumoulin-Smith

Got it. Excellent. And then separately obviously more of an RP-related question but how do you think about the
timeline to retirement of some of the units here? I mean, could we see some of the accelerations out there, just
given the age of units cost structure, et cetera? I mean could that be a mitigant to some of the future O&M
growth or the current O&M growth you're facing here?

James R. Hatfield

So Navajo is closing in 2019. The way it stands today, we did an RFP last year for power beyond 2020. We have
one in store right now as well So I think unless you're talking about the flexible sort of CT type I wouldn't look for
anything near term.

Julien Dumoulin-Smith

Got it. Fair enough. Excellent. And then out of the RFP any commentary in terms of your ability to own
something? I mean, obviously we saw last year's results turn out to be contracted gas. How are you thinking
about that for yourself under any number of potential outcomes including build-own-transfer, acquire own and
rate base, any number of scenarios?

James R. Hatfield

FACTSEI8 call street
1-877-FACTSET callstrwtcom

1 0
Copyright ©2001-2017 FactSet CallStreet LLC

K-ACC00037
Page 10 of 16



(PNW)Pinnacle West Capital Corp. Corrected Transcript
03-Nov-2017Q3 2017 Earnings Call

So RFP is in process now. We're nearing the final stages. At this point we did not include in there a build-own-
transfer or a self-build at this point. This is really for power toward blocks of the day is really all we're looking for.

Julien Dumoulin-Smith
EricaMenill L,

Got it. All right. Excellent. l'll leave it there. Thank you all very much and see you soon.

James R. Hatfield

Thank you.

Operator:Our next question comes from the line of Michael Weinstein with Credit Suisse. Please proceed with
your question .

Michael Weinstein

Hi.

James R. Hatfield

Hi. Good afternoon.

Michael Weinstein

Good afternoon, yeah. Just to follow up with Julien's question. So would we see perhaps a replacement for
Navajo being sought in next year's RFP? Is that the kind of timing that we would be thinking about?

James R. Hatfield

Well we went out - last year's RFP was for 2020 and beyond. So we'II get through this RFP and see what our
needs are at this point.

Michael Weinstein

Right. And at some point, do you anticipate trying to take advantage of some of the exceptions to this self-build
moratorium, such as renewable ownership and that kind of thing and maybe that would show up in the CapEx
forecast at some point?

James R. Hatfield

Yeah We don't really need anything at the moment but well evaluate ongoing whether we need something or
not. So...

Michael Weinstein o
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I

Is there anything, I mean, I know you haven't put out the new presentation yet for EEl, but what do you think are
the expansion possibilities for battery storage at this point beyond the current programs? Is that something that
could take off and accelerate?

James R. Hatfield

Oh I think weII continue to plan more battery storage as we move forward. I think we're taking a measured pace
to make sure we're not in front of the cost curve. As Don said we're putting in a couple batteries in a rural area in
lieu of upgrading the circuit. And I think there'II continue to be opportunities where we can defer capital in the near
term through battery storage. But we're just getting started in battery storage at this point.

Michael Weinstein
. : i rf i v . 5 1

All right. Thank you.

Op er ato r : Our next question comes from the line of Michael Lap ides with Goldman Sachs. Please proceed with
your question .

Michael Lapides

Hey guys. If I just look at your guidance for 2017 and your guidance for 2018 and take midpoint to midpoint, it
implies about - I mean back of the envelope - 3% EPS growth. Your rate base growth guidance is about 2x of
that or double that. lm just curious can you help me understand do you think 3% is kind of a normal EPS growth
or are there abnormal things that are happening in 2018 that make the EPS growth rate below average?

James R. Hatfield
" J F i

Well obviously we don't think 3% is normal or the board would not have raised the dividend to 6%. 2018 as it sits
today as a test year there's lot of capital that's not recovered in there. You have the draining of the - you have a
deferral, but you're not earning on it. So, no I think it's just an unusual year. And if you look back historically
we've grown from 10% to 0.5% EPS and I wish this stuff was linear. lt makes it a lot easier but unfortunately it's
not linear. We'II always have cycles through the rate cycle.

Michael Lap ides

And l want to make sure I understand when I think about the rate case cycle Will you be filing just to add Four
Corners and Ocotillo in the rates as follow-up bolt-on kind of mini cases, or are you still planning to have a full-
blown GRC filing in 2019, with 2018 as the test year and 2020 as the implementation timeframe?

James R. Hatfield

So the way it sits today remember, we have the step increase in Four Corners which will be 01/01/2019. We
currently have 2018 as a test year which would be - Ocotillo will be done in May of 2019 and then it will be the
rest of the capital with an 2018 test year, as it sits today.
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Michael Lapides Q
But the case will be - if you're using 2018 as a test year its not just the capital. lt's the capital that's the O&M. It's
kind of -

/James R. Hatfield

It's everything.

Michael Lapides C
All-in. Okay.

l

i

James R. Hatfield A
It's not a one issue rate case. So it would be a full rate case.

Michael Lapides Q
Got it. And when would that case get - kind of trying to think about the timing of it, when would that get
implemented, probably sometime in 2020?

James R. Hatfield
iI

So we cannot file before June 1 2019. So if you think about the last cycle we filed June 1. Rates would go into
effect July 1 2020 and that's - as it's currently contemplated.i

Michael Lap ides

Got it. Thank you Jim. Much appreciated.

James R. Hatfield

Yeah.

Operator: Our next question comes from the line of Charles Fishman with Morningstar. Please proceed with
your question .

Charles Fishman o
Thank you. Just one quick one. Dividend growth guidance was 5%, as recently as after the August rate case
decision. Now its 6%. Can you provide a little color? What was the board - what drove the board to increase it -
the 1% payout ratio or how do they look at it?
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James R. Hatfield
ice president

They look at it not with payout ratio per se. Although, we look at payout ratio and credit metrics and everything.
They just look at our long-term future and see that we have a good plan in place with growth. We started the
dividend increases with 2012 at 4%. We raised it to 5% in 2015. So it's part of them annually looking at a
sustainable dividend growth.

Charles Fishman

Okay. Pretty good. Thank you. That's all I had.

Op er ato r : Our next question comes from the line of Shar Pourreza with Guggenheim. Please proceed with your

question.

Shahriar Pourreza

Hey, guys. My questions were answered. Thanks.

James R. Hatfield

Thanks, Shahriar.

Donald E. Brandt

Thank you.

Op er ato r : Our next question is a follow-up from Greg Gordon with Evercore. Please proceed with your

questions.

Greg Gordon
E ve rco /

I Yeah, sorry. I just wanted to be clear and this goes back to the first question that was asked, and then the - as it
ties into the 3% year-over-year growth at the midpoint and guidance. That's also clearly a function of the fact that
you're - the timing of the maintenance is sort of $0.11 higher year-over-year right, I mean going back to...

James R. Hatfield

That would be one piece of it Greg.

Greg Gordon

Yeah. I mean I understand the other pieces you articulated, but just that alone if you look at slide 14 you're
looking at over the last one two, three - six years you're at an all-time high on planned outage spending. So by
just - is it right way to think about it without trying to tie you into a specific guidance format that you're not

14
- - -
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comfortable with looking at sort of a long-term average and thinking about that is what the run rate should be in
any given year?

James R. Hatfield

I haven't calculated. But certainly, your $0.11 in 2018 over 2017 is part of that up and down that happens on a
yearto-year basis.

Greg Gordon

l

i

l

Right. But even 2017 was - 2016 and 2017 were higher than the prior three years by a significant margin. I guess
what I'm trying to do is maybe at EEl you can decide to give people what you're thinking on average estimated
cost would be through the cycle so we could get a better sense of what it will look like out through time.

James R. Hatfield

Yeah. l'I l tell you overall O&M and outages go up and down. Cents per kwh, O&M expense as a - cents per kwh
weather-normalized retail sales have been flat since 2010 at $00275 a kwh. So we'II work hard to keep O&M
fairly flat over the timeframe based on kwh growth.

Greg Gordon

Great. Thanks guys. See you soon.

James R. Hatfield

Okay. Yeah.

i
Operator: We have reached the end of the questionand-answer session. I will now turn the floor back over to
management for closing comments.

James R. Hatfield

Thank you for being on the call. We'll see you next week in Orlando.

Operator: Ladies and gentlemen this does conclude today's teleconference. You may disconnect your lines at
this time. Thank you for your participation and have a wonderful day.
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Turning to our earnings guidance and financial outlook, as shown on slide 7 we expect Pinnacle West
consolidated earnings for 2018 will now be in the range of $4.35 per share to $4.55 per share up $0.10 from
$4.25 to $4.45 per share. This increase in guidance is supported by a continuation of our cost management and
favorable cost trends, coupled with a solid gross margin forecast.

Our earnings outlook also incorporates the financial impacts from tax reform including the Tax Expense Adjuster
Mechanism which [ph] was approved in (16:45) last year's rate review and the lower effective tax rate. This rate
increase our adjustment mechanisms, and sales growth remain important gross margin drivers, which we expect
will be partially offset by higher fossil planned outage costs and higher other operating expense related to more
plant in service, including higher D&A and property taxes.

l

l

As a reminder, we have higher fossil planned outage costs in the first half of 2018 including the 95-day SCR
installation at Four Corners Unit 4 and planned outages at our gas plant such as Red hawk. As updated - an
updated list of the key factors and assumptions underlying our revised 2018 outlook is included in the appendix to
our slides.

Also included in today's materials, you will see that we have extended our capital expenditures and rate-based
forecast through to 2020. We increased our capital expenditures forecast for 2019 to $1 .15 billion and we
anticipate APS's spend to be around $1.2 billion in 2020. With this capital spending level we expect our rate base
to continue to grow at an average annual rate of 6% to 7% although annual individual years may vary.

I
Before closing, l'lI take a few minutes to walk through the impacts of tax reform. Those are various effects of our
mix. On balance, we view the impacts of the Tax Cut and Jobs Act that's favorable, most notably that preservation
of interest and property tax deductions for the regulator utility. The Reform packet will also release some rate
pressure. The corporate tax rate reduction to 21% beginning in 2018 results in $1.1 billion of excess deferred tax
and a regulatory liability of $1 .5 billion after the required revenue gross up for APS.

Under the new tax provision, the majority of these excess deferred taxes are subject to IRS normalization
provisions. During 2018 we will be working with our federal and state regulators to determine the period over
which to return these excess deferred tax to customers. We do not expect a material earnings impact from the tax
reform package especially given PNW's minimal parent-level debt. From a rate base perspective our preliminary
estimates show incremental rate base increased in the approximately $150 million per year in 2018 and 2019 as a
result of both the lower tax rate and the legislative changes related to tax depreciation.

This concludes our prepared remarks. llI now turn the call back over to the operator for questions.
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QUESTION AND ANSWER SECTION

Operator: Thank you. We will now be conducting a question-and-answer session. [Operator Instructions] Our
first question comes from the line of Greg Gordon with Evercore. Please proceed with your question.

Greg Gordon

Thanks. Good morning, guys.

Donald E. Brandt

Good morning, Greg.

Greg Gordon

So looking at the drivers for the financial outlook for 2018 it appears that the only meaningful change in the near-
term is that AFUDC is higher by - and that explains the - all things equal the move up in the range. Is that
correct? And if so, can you just give us a brief explanation as to why?

Ddllald E. Brandt

Yes. So that's one driver. And it's really driven by the fact that we expect more construction work in progress in
2018 over 2017. But I think what's also being masked is an electric gross margin where the big downward
estimate was due to tax reform but also we show higher retail revenue in there as well. We finished the year at
1 .9% customer growth 1.8% for the year. So we're seeing continued improvement in that economy. And although
we did not change the O&M range we expect to have lower 0&M in 2018.

Greg Gordon

I

Okay. So within the ranges for electric gross margin and O&M, even though you didn't change them you - all
things equal, see you're sort of better inside those ranges than you were before?

Donald E. Brandy

That's right. We see continuation of effective cost controls.

Greg Gordon Q
Right. And that gross margin improvement that's due to the changes in the REl11design that are allowing you to -
you have historically given us sort of a spread between what you would expect the gross revenue or gross
customer growth and sort of net revenue growth?
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Donald E. Brandt
" Chief ExecutiveOfic l

W e l l  I  t h i n k . . .

Greg Gordon

[indiscernible] (22:00) rate design you've seen some improvement in that?

James R. Hatfield
V 0 8  i

I think it's due to higher sales. We expect 1.5% or 1% to 1.5% in 2018. And we are seeing higher realized prices
in the last half of 2017.

Greg Gordon

I
I

Okay. Okay. And then there's been some debate amongst investors on how to think about, structurally, how your
earnings power grows through time, especially when it gets to sort of 2020 youve now given us rate base
numbers which help. But I just - to be clear, when you give your guidance we should assume that you're still
targeting a return on parent equity of 9.5% or better.

James R. Hatfield
est Capital "orvo 128 Soma

Correct.

90l*alGl4B*@"<4i
. . , . . . u. I l " l PL. y. . . . m l

Iha€s<-aorrect.

Greg Gordon

And that will be consistent through 2020 and that we shouldnt be sort of obsessing about the equity layer in the
utility business or the rate base number or the notional equity value but more - model to your capital structure
and model to whether or not we believe that given these drivers you can earn 9.5% or better on parent equity. Is
that right?

James R. Hatfield

Correct. Nothing has changed in our investment thesis.

Greg Gordon

Okay. That's great. I have more questions but lm sure there's others. So I'll go to the back of the queue if they
don't get answered. Thank you.
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Donald E. Brandt
Chief Executive Officer of Pinnacle West ana Anzom

T h a n k s  G r e g .

Op er ato r : Our next question comes from the line of Julien Dumoulin-Smith with Bank of America. Please
proceed with your question.

Julien Dumoulin-Smith

Hey, good morning.

l

lDonald E. BraNdt

Hey. Good morning, Julien.

Julien Dumoulin-Smith

I

I

I

So a couple quick questions. First on the CapEx update, obviously constructive here. Can you elaborate a little bit
on what the precise moving pieces are? I know grid modernization has been something that has garnered some
amount of attention. How fully baked are the numbers that you're presenting here relative to the potential in the
medium-term here, as well as any potential incremental solar opportunities that may have emerged out of the
RFP, et cetera just whether in the future whether you acquire them or otherwise? Just want to be clear about
that.

James R. Hatfield

So the big driver is really on the distribution side. And that's really driven by modernization of the grid reliability
and then really growth. We have 21 new substations planned over the next three years. So that's a sign of
preparing for future growth as well. So those are the big drivers.

Julien Dumoulin-Smith

Got it. But it's relatively fully reflected in the numbers as it stands?

James R. Hatfield
*residentand Chie

Yes. We continue to talk to customers like the City of Phoenix with a micro grid at the airport things of that nature.
But none of that has been here because we do not have specific projects. So incrementally, maybe a little upside,
but I think it reflects our best thinking as of now.

Julien Dumoulin-Smith

Great Excellent. And then just turning back to the earned ROEs looking beyond 2018 here, obviously you're
doing well thus far. Can you comment a little bit on 2019 onwards earned ROE expectation? Should we expect
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further pressure as you kind of wean away from the latest rate case or how are you thinking about that given the
latest effort on cost management that you've articulated?

James R. Hatfield

I think the last question Don answered the question, which we continue to think weII earn somewhere between
9.5% and 9.9%. Based on revenue cost controls we have a Four Corners step increase in 2019 and so nothing
has changed in that regard.

Julien Dumoulin-Smith

Right. But even specifically 2018 or 2019, do you think your ability to consistently earn the ROE at the same level
is a fair statement at this point?

James R. Hatfield

Yes.

Julien Dumoulin-Smith

Great. Excellent. Thank you.

I

Operator: Our next question comes from the line of Ali Agha with SunTrust Robinson Humphrey. Please
proceed with your question.

Ali Agha

Thank you. Good morning.

Donald E. Brand

Good morning, Ali.

Ali Agha

Good morning. Jim, first coming back to - you said one of the big drivers for both 2018 guidance going up and
fourth quarter coming in stronger than even the original expectations. On the revenue side things came out
better, costs as well. But Adjust wanted to reconcile that with - you reported negative 1.8% weather-normalized
retail sales numbers for the fourth quarter even though customer growth as you pointed, was strong. So how do
we reconcile strong customer growth but negative retail sales, but higher than expected actual revenues, can you
just link those?

James R. Hatfield

lts just the realized prices based on when customers use their electricity.
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Ali Agha

Okay. But the usage, shouldn't that be caught in the weather-normalized retail sales growth number?

HatfieldJames R.

No. Sales of a number of units sold the revenue thats really the impact that prices realized per unit.

Ali Agha
Analyst SunTru:

Okay. So time of usage, in other words.

James R. Hatfield

Yeah, yeah.

Ali Agha

Okay. Okay. And then secondly on the tax reform front as you think about your financing plans over this 2018
through 2020 cycle call it any changes at all that tax reform has triggered that would change any of your
medium, longer-term financing plans?

James R. Hatfield

Not at this time. I mean we - we're an Aminus we have a very pristine balance sheet. Strong FFO to debt. And
so were not looking or planning on equity at this time.

l
i Ali Agha

Okay. And the period we're looking at is this 2018 through 2020 sort of period?

James R. Hatfield

Yes.

Ali Agha

Okay. Thank you.

Operator: Our next question comes from the line of Charles Fishman with Morningstar. Please proceed with
your question

Charles Fishman
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Thank you. I only had one question. Slide 11, third bullet point down on the left for guidance on rate reduction for
transmission customers, reflect the 2019, would that be prospective or would you have - can they go backwards

on that at all?

James R. Hatfield
Execute

lt would not - they would not be retrospective. lt would be 2018 forward.

Charles Fishman

Okay. Thats all l had. Thank you.

Op er ato r : There are no further questions in the queue. ld like to hand the call back over to management for
closing comments.

l

Stefanie Layton
i

*eta

Thank you for joining us today. That concludes our call.

Op er ato r : Ladies and gentlemen this does conclude todays teleconference. Thank you for your participation.
You may disconnect your lines at this time, and have a wonderful day.
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MANAGEMENT DISCUSSION SECTION

Operator: Greetings and welcome to the Pinnacle West Capital Corporation 2018 First Quarter Earnings
Conference Call. At this time all participants are in a listen-only mode. A brief question-and-answer session will
follow the formal presentation. [Operator Instructions] As a reminder, this conference is being recorded.

It is now my pleasure to introduce your host, Stefanie Layton, Director of Investor Relations. Thank you. You may
begin. i

l
S te fanie  Layton

ffnnacle West Capita

Thank you, Christine. I would like to thank everyone for participating in this conference call and webcast to review
our first quarter earnings, recent developments and operating performance. Our speakers today will be our
Chairman and CEO, Don Brandt; our CFO Jim Hatfield. Jeff Guldner, APS' Executive Vice President of Public
Policy and Daniel Froetscher APS's Executive Vice President of Operations are also here with us.

First l need to cover a few details with you. The slides that we will be using are available on our Investor
Relations website along with our earnings release and related information. Note that the slides contain
reconciliations of certain nonGAAP financial information. Today's comments and our slides contain forward-
looking statements based on our current expectations, and the company assumes no obligation to update these
statements. Because actual results may differ materially from expectations we caution you not to place undue
reliance on these statements.

Our first quarter 2018 Form 10-Q was filed this morning. Please refer to that document for forward-looking
statements, cautionary language, as well as the risk factors and MD&A section which identify risks and
uncertainties that could cause actual results to differ materially from those contained in our disclosures.

i

I A replay of this call will be available shortly on our website for the next 30 days. It will also be available by
telephone through May 9. I will now turn the call over to Don.

Donald  E . B rand t
of the Boaro

Thanks Stefanie, and thank you all for joining us today. In the first quarter of 2018, we executed on our priorities
and remain well-positioned for a solid year. Before Jim discusses the details of our first quarter results III provide
a few updates on our recent regulatory and operational developments. The installation of selective catalytic
reduction or SCR emission control equipment at the Four Corners Power Plant was completed on April 24 on time
and under budget.

This project provides substantial environmental benefits including a 90% reduction in nitrogen oxide emissions at
the plant. On April 27, we filed for a $67.5 million step increase to recover our investment in these improvements.
The step increase is an effective tool that eliminates the need to file a full rate review immediately after the
conclusion of our last rate review and provides rate gradualism for our customers.
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The commission previously approved the use of a step increase for the SCR installation. We've calculated that
the step increase request would result in approximately a 2% customer bill increase which will likely be offset by
a reduction in customer bills from other adjuster mechanism decreases. Weve requested the commission
approve the rate increase effective January 1 2019.

Turning to our operations Palo Verde Generating Station had another successful quarter operating at full
capacity. A planned refueling outage for Palo Verde Unit 3 began on April 7 and is proceeding very well.
Additionally construction activity is on track for our Ocotillo Modernization Project. The units at Ocotillo are
expected to come online in the fall of 2018 and the spring of 2019 to meet our 2019 summer capacity needs.

Technology continues to play an important role in the efficiency of our operations. In 2012 APS became one of
the first utilities in the nation to receive approval from the Federal Aviation Administration to fly drones in shared
airspace. Since then the use of drones for inspecting lines, building substations monitoring solar fields siting
new power lines, inspecting storm damage and accessing hard-to-reach areas has produced significant savings
for our customers.

Looking to the future our resource plan is designed to achieve a cleaner sustainable energy mix that is anchored
by Palo Verde, the largest carbon-free electric resource in the United States. In fact weve already reached a
significant milestone in this effort. At the end of 2017 over 50% of our energy mix was carbon-free.

Our next Integrated Resource Plan filing scheduled for April 2020 will continue to support the goal of achieving a
cleaner sustainable energy mix and will incorporate updates as the commission's discussion around a possible
energy modernization plan progresses.

We recently announced our plan to issue multiple resource RFPs this year. On April 26th we issued an RFP for
400 megawatts to 800 megawatts of peaking capacity, with an in-sewice date of 2021. The peak period is
between June and September and from 3200 PM to 9:00 PM.

We also plan to seek competitive proposals and utilize Arizona forest bioenergy solutions and that provide
battery retrofit opportunities for APSowned solar facilities. These RFPs are part of a comprehensive effort to
meet our resource needs beginning in the early 2020s. More specific information about these solicitations will be
released in the coming weeks.

i

i

As you may be aware an out-of-state group primarily funded by California billionaire Tom Steyer has filed a
ballot initiative that would require some Arizona utilities to obtain 50% of their energy from renewable sources by
2030. The sponsors must gather approximately 226,000 valid signatures by July 5th to place the proposal on the
November 2018 ballot.

This initiative is overly prescriptive and irresponsible. Pinnacle West is actively opposing this ballot proposal. The
initiative seeks to impair Arizonas oversight in regulation of utilities which has provided Arizona residents with
some of the safest cleanest and most reliable and affordable energy in the country over 100 years. lt would
enshrine in the state constitution a regulatory mandate that is bad for customers potentially doubling the average
customer's electricity bill by 2030.

At least 13 Chambers of Commerce including the Greater Phoenix Chamber of Commerce and the Arizona
Chamber of Commerce in addition to numerous other local organizations have voiced opposition to the ballot
initiative. The sponsors campaign contains inaccurate information about clean energy its economic impacts to
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the state and the cost to customers. We believe it's important for customers to have accurate information to make
an informed decision if this proposal is on the November ballot.

As a company that's dedicated to not only providing safe reliable and affordable electricity, but also to
maintaining and improving the communities we serve, we will continue to actively oppose this proposal.

Lastly l would like to share with you that crews from Arizona Public Service were part of a nationwide mutual
assistance effort coordinated by the Edison Electric Institute to assist Puerto Rico with power restoration following
Hurricane Maria. We sent 83 line workers and support staff as well as 42 vehicles to Puerto Rico in mid-January.
When our crews returned on March 31 st, restoration on the island had reached 95%.

Crew members who took this special assignment are proud to have helped. Throughout their deployment, they
did more than just restore power. On their own time and their days off, they immersed themselves in the
community helping to clean up storm damage, rebuilding homes and providing household essentials to families in
need.

One of our crew members even bought a bicycle for a child, so that he could ride with other neighborhood
children. l'm extremely proud of how each and every one of these individuals represented our company and the
State of Arizona.

lll now turn the call over to Jim.

James R. Hatfield

I

Thank you, Don, and thank you again everyone for joining us today. This morning we reported our financial
results for the first quarter of 2018 which were in line with our expectations. As shown on slide 3 of the materials,
for the first quarter of 2018 we earned $0.03 per share compared to $0.21 per share in the first quarter of 2017.
Slide 3 also outlines the variances that drove the change in our quarterly ongoing earnings per share. l'll highlight
a few of the key drivers.

Adjusted gross margin was up $0.13 per share compared with the prior-year first quarter period, supported by the
rate increase higher transmission revenues and higher salesrelated revenues. These positive factors were
partially offset by the effect of the federal tax rate change and unfavorable weather.

Specific to tax reform, the financial impact decreased gross margin by $0.20 per share in the first quarter of 2018,
including a reduction in customer rates passed through our Tax Expense Adjustor Mechanism or TEAM and has
made reductions as always from income tax changes in our wholesale transmission rates.

You will notice there is not an offsetting effective tax rate driver in this years first quarter. The refund to customers
through the TEAM is based on a per-kilowatt-hour sales credit and will generally follow our seasonal kilowatt-hour
sales pattern The impact of the lower federal income tax rate is based on pretax earnings and were more closely
aligned with our quarterly pre-tax earnings pattern. As a result there will be a timing difference throughout the
year.

Looking now at operating expenses, higher adjusted operations and maintenance expense decreased earnings
by $0.18 per share, primarily due to higher planned outage costs related to the SCR installation at Four Corners
Unit 4.
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Depreciation and amortization expenses were. higher in the first quarter of 2018 compared to the first quarter of
2017 reducing earnings by $0.09 per share. The increase was primarily related to the higher D&A rates approved
in a 2017 rate review order and plant additions.

Also on slide 3 we'll see a new quarterly driver related to pension and other post-retirement benefits non-sewice
credits. We adopted the new pension accounting standard in January resulting in the presentation of the non-
sewice credit component in other income. In addition we are no longer capitalizing a portion of the non-sewice
credits.

In 2018 the change in capitalization combined with the increased returns, increased pre-tax income by
approximately $7 million in the first quarter. As a reminder, from the 2017 rate review order we were granted
accounting deferral related to Four Corners SCRs installation and the Ocotillo Modernization Project. The drivers I
discussed account for the deferral associated with the Four Corners SCRs as there was no net impact on the first
quarter 2018 results.

I

Turning now to the Arizona economy as it continues to be an integral part of our business story. Arizona Metro
Phoenix continues to be an attractive place to live and do business. Arizona's population surpassed 7 million in
2017 and Maricopa County has been ranked as the fastest-growing county in the nation for the past two years.
The Metro Phoenix area continues to show job growth above the national average. To segue, employment in
Metro Phoenix increased 2.8% compared to 1.5% for the entire U.S. The Metro Phoenix unemployment rate of
4.4% also reflects the strength of the job market.

The solid job growth continues to have a positive effect on the Metro Phoenix area's commercial and residential
real estate markets. As seen in the upper panel of slide 4 vacancy rates in the commercial markets continues to
fall and are at levels last seen in 2008 or earlier. As a result of the increasing activity and lower vacancy rates
about 6 million square feet of new industrial space was under construction at the end of Q1 .

Additionally about 4 million square feet of new office and retail space was under construction at the end of the
quarter as well. We expect a continuation of business expansion and related job growth in the Phoenix market;
which will in turn support continued commercial development. Metro Phoenix has also had growth in the
residential real estate market.

As you can see in the lower panel of slide 4, housing construction is expected to continue the upward post-
recession trend. In 2018 housing permits are expected to increase by about 4,000 compared to 2017 driven by
single-family permits. Reflecting the steady improvement in economic conditions APS and its retail customer
base grew 1.7% in the first quarter of 2018.

We expect that this growth rate will continue to gradually accelerate in response to the economic growth trends I
just discussed. In closing I will review our earnings guidance and financial outlook. We continue to expect
Pinnacle West consolidated earnings for 2018 will be in the range of $4.35 to $4.55 per share. The rate increase
our adjustment mechanism and sales growth will remain important gross margin drivers which we expect will be
partly offset by higher fossil plant outage costs and higher other operating expenses related to more plant in
service, including higher D&A and property tax.

As a reminder, we have higher fossil plant outage costs in the first half of 2018. A complete list of key factors and
assumptions underlying our guidance is included in the appendix to our slides, which have been revised to reflect
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the changes to guidance related to the adoption of the new pension and other post-retirement benefits accounting
standards I discussed earlier.

We continue to expect to issue up to $600 million of long-term debt at APS this year and overall, liquidity remains
very strong. Our rate-based growth outlook remains at 6% to 7%, on average, through 2020. The company also
continues to expect to achieve an annual consolidated earnings return on average common equity of more than
9.5% through 2019.

This concludes our prepared remarks. l'll now turn the call back over to the operator for questions.

QUESTION AND ANSWER SECTION

Operator: Thank you. We will now be conducting a question-and-answer session. [Operator Instructions] Our
first question comes from line of Julien Dumoulin-Smith with Bank of America.

Julien Dumoulin-Smith

Hi. Good morning; good afternoon.

Donald E. Brandt

Hey Julien.

Julien Dumoulin-Smith

Hey. So I just wanted to understand a little bit more about the O&M situation. As you roll forward into 2019 and
2020 because I know that you've talked about before some of the other outages and upgrades that are going on
can you just elaborate a little bit and perhaps give us a little bit of a preview on how youre thinking about the
cadence of the O&M normalizing off this higher figure if you will? Go for it.

James R. Hatfield

So we'll be done with major work at Four Corners. And we've gone through really two to three years here where
we've had increased outages preparing for the SCRs as well as the combined cycle. As we get beyond 2018 we
would expect with Navajo closing for one thing next year and just more normal mn rate on the coal units, you're
going to see that more normalized outage O&M be in that $40 million $45 million range, which we had prior to
2016.

Julien Dumoulin-Smith

Got it. Right. So the normalized level being more of the 2013 to 2015 range rather than the 2016, 2017 2018 as
you said?
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James R. Hatfield

Yes. Correct.

Julien Dumoulin-Smith

Yes, got it. And, actually, you brought up another dynamic in your last remark. Can you comment a little bit on the
dynamic to keep Navajo open? There were some recent media indications that there was some potential hope
there but can you elaborate on that? And obviously it seems like a small detail to you but is there any interest in
maintaining any megawatts on a contracted basis or otherwise? And/or would you receive proceeds if this were
actually to happen?

Jeffrey B. Guldner

Hey Julien it's Jeff. So the Navajo situation is obviously being led by SRP since they're the operator of the power
plant. And so there has been a lot of activity over the last year on that, but I don't think the current situation has
changed. l think there's an effort going to see if they could continue to operate that plant after the other owners
have left but were just watching that continue to develop. lt's really in SRP's hands.

Julien Dumoulin-Smith

lII leave it there. Thank you very much.

Op er ato r : Our next question comes from line of Michael Lapides with Goldman Sachs. Please proceed with your
question.

Michael Lapides
8.00 L

Hey guys. Just curious, Don, some of the comments about the ballot initiative - and I don't really want to go into
the ballot initiative I want to go into the economics of renewables which is do you see the addition of incremental
renewables to your system using the costs that folks either bid into PPAs as raising or lowering the all-in cost to
customers right now? And then if you could think about where you think this is going over the next few years
kind of give your view on how you think that plays out?

Donald E. Brandt

Well Michael it depends on how one approaches it. And if one does it in constructive, deliberate fashion working
with the company obviously and the commission towards a goal that's good for our customers and good for the
environment, it can integrate quite well. In this case, 50% renewable by 2030 is relatively ridiculous. And the costs
are extreme and the impact on the rest of the company's operations would have a dramatic impact - dramatically
negative impact on cost.

Michael Lapides
. d . w Q
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Got it. Thank you. Can you also talk about upcoming RFPs and supply needs? And can you remind us, there
were some pieces of the last rate case settlement that kept the Arizona Public Service from being able to self-
supply and then other aspects of that where you could actually be a supplier? And lm thinking both for
renewables and for conventional generation.

Jeffrey B. Guldner

Yes, Michael, this is Jeff. So we've got RFPs out. We can get you the language in the last settlement. There are
exceptions and provisions to that. So we continue to move forward with RFPs, and the timing of that is in the
2020-2021 timeframe.

To Don's point, one of the things we do when we do these RFPs is we're resource agnostic in some cases. So,
when we go out for a peaking capacity RFP, we don't specify the resource and people would bid in We saw a bid
that came back in our last RFP for that, that was actually a combination of renewables and batteries, and it came
in as the most economic resource for the need that we're trying to fill.

So to that point, you can use these RFPs in a way to constructively build in the portfolio and to continue to
develop renewables. But it's better to do it in a thoughtful way.

Michael Lapides

Got it. And then one for Jim. The increase in transmission revenues, does that drop to the bottom line? Or is that
just - and it looks like it does. And is that just due to higher transmission rate base year-over-year or some other
factor?

James R. Hatfield

So that is really third~party winning - or contract winning. These come off as a revenue credit when we do our
next formula rate. So, it has the benefit of the year-and-a-half of what it is, a bottom-line impact.l

I
i

Michael Lapides

Got it. Thank you, guys. Much appreciated.

Operator: Our next question comes from the line of Insole Kim with RBC. Please proceed with your question.

Insole Kim

Okay. Thank you. My first question is on the CapEx plan especially in 2020. The current plan that you guys have
in place I assume incorporates replacing l guess generation that you guys were contemplating in the previous
RFP, given the potential changes they may make with regards to renewables and some more cleaner resources.
Could that number all else being equal trend up in the next revision?

James R. Hatfield
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I mean it could. It could trend up for several reasons, but we - as you can see on the chart, we have new gas
generation which is really Ocotillo finishing up in the first quarter of 2019 as Don alluded to, and then we dont
have anything in 2020. So, obviously things would change with battery storage and other things but nothing

currently contemplated .

Insole Kim

Got it. And then in regards to weather normalized sales growth I think year-over-year on the drivers you guys had
a pretty meaningful increase. I was just looking at the appendix in the back and the weather normalized retail
sales were - it seemed like it was down 0.4% unless l'm reading something wrong with the discrepancy there?

James R. Hatfield

Yes, what you have is the same dynamic we really had in the fourth quarter last year, which is even though
quantity is down slightly you do have pricing of when people are using the power benefiting. So put those
together you do have revenue growth based on sales. But it's not quantity driven it's more price-driven

Insole Kim

Got it. Okay. So, the benefit was more price~driven?

James R. Hatfield
l

I..

Ye s .

Insole Kim

Okay. Thank you very much.

Our next question comes from the line of Ali Agha with SunTrust. Please proceed with your question.

Ali Agha

Thank you. First question as you pointed out the rate base growth you have is 6% to 7%. Recently, you also
raised your dividend growth target to around 6%. So, when we think about your earnings outlook from the 2018
base with O&M normalizing et cetera as you mentioned going forward is it fair to say that EPS growth will pretty
much be in line with how you're looking at rate base and dividend growth going forward?

James R. Hatfield

Yes, we don't give our earnings growth targets but weve always talked about the earnings growth over the long
term being sort of bracketed by rate base. And obviously the Board looked at earnings growth when they raised
the dividend in October so.

Ali Agha
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Yes, okay. And then also Jim one of the other things you also talk about is as you're thinking about 2018 through
2020 on a consolidated earned ROE basis the plan is to eam 9.5% or higher.

Now I know there's no sort of ceiling per se on consolidated earned ROE, but how should we think about that
realistically? Can you theoretically eam more than 10% on a consolidated basis, or is that a good proxy to think
about in terms of if things are going in your favor, et cetera as we think about 9.5% being really to the target to
be the floor?

James R. Hatfield

Well we're locked in at APS and Pinnacle relies on APS for most of it earnings. So, to say could we go above
10% at consolidated level, we could but that's not likely because APS is going to be on that slightly less than 10%
ROE. So, I don't know pragmatically how else you get there.

Ali Agha

Got it. And the delta beh/veen say consolidated and APS would be - is that a good rule of thumb to think about?

James R. Hatfield

With what l'm sorry Ali?

Ali Agha

Around ROE, we think about APS and consolidated, is that a good rule of thumb to think about what the delta is?

James R. Hatfield

Well, yes, the APS and you're going to have holding company debt and some other things. So, yes I think looking
at APS as a starting point and then going from there is a fairly good way to construct that.

I

Ali Agha

Okay. And lastly, just reconfirming, you were talking about the timing differences on how tax reform is given back
to customers the impact. But on an annual basis, just to be clear it should net itself out, right. So, the annual
impact should still be neutral is that right?

James R. Hatfield

Yes it's the timing between quarters and we have a slide in the appendix on slide 8 that actually shows sort of
pre-tax earnings, expected spread and net sales expected spread across the quarter. So, that gives a good look
at sort of the mismatch.

Ali Agha

Got it. Thank you.
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Operator: Our next question comes from the line of Michael Weinstein with Credit Suisse. Please proceed with
your question.

Michael Weinstein

Hi guys.

Donald E. Brandt

Hi Michael.

Michael Weinstein

Can you talk about the energy efficiency and DSM filings that I think are still pending approval? My understanding
is that the energy efficiency program you were looking at trying to attack more peak load reductions to ease the
duck curve ramping and that might reduce some of the lag that you experienced between customer growth and
load growth?

Jeffrey B. Guldner
I

i.

Yes. Michael it's Jeff. lt's really reflecting the change. Duck curves part of it, but it's the idea that you've got
situations where you want to encourage load and consumption in the middle of the day. And so traditional
programs like light bulbs that don't really look at the time difference aren't as effective in the environment that
we're in.

And so we have looked at trying to shift that more and towards attacking the peak, which is really where you can
grab more value out of the program. So they're still being reviewed by the commission. Not sure when that's going
to work its way out, but that's probably the trend that's going.

James R. Hatfield

And you have to assume some level of customer adoption for that to happen, and so.

Michael Weinstein

All right. And then you indicated that electric sales, weathernormalized are improving this quarter. And how
many quarters in a row do you think you'd need before when this start to flow into the long-term guidance?

James R. Hatfield

I don't know that we would do much with guidance. At this point, we have fairly modest sales growth in there of
0.5% to 1% to 1.5%. So a little upside would be good. Based on where we are, dont really see that happening
right now. But we will take that - we'd go to update guidance later this year into that.
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Michael Weinstein

Okay. I mean is there a certain number of quarters you'd like to see to make sure a trend is shaping up?

James R. Hatfield

No.

Michael Weinstein
alys Credit <

No. All right. Thank you.

Operator: Our next question comes from the line of Paul Ridzon with KeyBanc. Please proceed with your
question.

Paul T. Ridzon

In the first quarter rate release was basically offset by tax reform timing impacts. The right way to think about this
on an annual basis the net is about $20 million?

I
! James R. Hatfield

There should be no impact from income tax.

Paul T. Ridzon

But the way I see is income tax is offsetting part of the rate increase, and that delta is about $20 million.

James R. Hatfield

Well we had a rate increase of slightly less than $90 million and the rate reduction for the tax in fact is $119
million, but the $119 million doesn't really impact the bottom line over the course of the year. So...

Paul T. Ridzon

[indiscernible] (31 :45).

James R. Hatfield A
Yes .

Paul T. Ridzon
Markets o

What was weather relative to normal?
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n ana Anzomlfficet Pi/

James R. Hatfield
dent and Chu .

So weather relative to normal was off about $0.09 or $13 million and it really relates to heating degree-days at
the residential side was way down year-over-year.

Paul T. Ridzon

Do you also have year-over-year down $0.097 So last year was essentially normal. Is that fair...

James R. Hatfield

Yes. That's correct.

Paul T. Ridzon

Okay. Thank you very much.
i
i
I Op er ato r : Our next question comes from line of Charles Fishman with Morningstar. Please proceed with your

question.

Charles Fishman

Hi. I think this question is for Jim. I just want to make sure I understand this. If I look at slide 6 you've added this
line under income excuse me $45 million to $55 million and that's primarily the new accounting for pension.

James R. Hatfield

Correct.

Charles Fishman

Okay. And then in O&M - go ahead.

James R. Hatfield A
It was embedded in O&M previously.

Charles Fishman
INC. 1Resear Q

It was included in O&M?

James R. Hatfield
Pffmace West Capital Col

Yes.
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Charles Fishman
l

i
Got it. Okay. But sort of that leads to another question. Now you have this other line to manage although it was
included in O&M but the accounting is treated different. So youre going to have to manage that as part of your
commitment which I respect and a lot of other people do to hit that 9.5% ROE, now you have this other line to
manage. Is that going to change the way you manage the pension fund at all?

James R. Hatfield

No and we had to manage it before. We feel good about our pension funding, 95% funded on a GAAP basis.
OPEB is actually overfunded. So we feel good about the line. All the accounting treatment did is take separate
your service from non-sewice pension and OPEB costs. That's all it did. So no difference in how we would
approach the business.

Charles Fishman

Okay, got it. Thank you. That's all I had.

Operator: Our next question comes from the line of Paul Patterson with Glen rock Associates. Please proceed
with your question.

Paul PattersonI
I

I

|
Hey. Good morning. How are you?

James R. Hatfield

Hey. Good.

Paul Patterson

So, just a few quick ones here. The Steyer initiative do you guys -just any thoughts on how that might impact
sort of voter turnout in the upcoming election. And just any other thoughts about how you see some of the things
that we might think about sort of the local stuff down there that we should think about. I know it's a ways away, I
apologize for that but just any thoughts that we should have in terms of the upcoming election?

Donald E. Brandt
mu Dual.. 'V9Sld6?l7f " " " Execute~° NM""

l

Paul November is in political talk a light-year away. So, a lot can happen between now and then. The most
critical aspect on this ballot initiative is the big if whether its on qualifiers for the ballot or not, and we'Il take it one
step at a time going forward.

And we're actively opposing it and pretty much universally across the business community, people understand the
implications that are all negative for Arizona, for our customers and basically all the residents of Arizona.
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Paul Patterson

Okay. Fair enough.

And then just - we've seen some M&A activity out there, and lm sure you, guys have been watching this as well.
Just any thoughts about what you're seeing there in terms of what some of these companies are going for? And I
don't know, the leverage in some cases are deployed and just sort of your own balance sheet and how attractive
you guys might be, and I don't know any thoughts that we might have or any thoughts you guys have, excuse
me in terms of how - what you're seeing out there and any sort of - any insights you might have with respect to
that?

Donald E. Brandt

well, just as you do we stay abreast of what's going on out there, and every transaction's unique to that - those
companies involved in that particular transaction and lll just leave it at that.

Paul Patterson

Okay. Thanks so much.

Donald E. Brandt

Okay.

Operator: Thank you. We have reached the end of the question-and-answer session. I would now like to turn
the floor back over to management for closing comments.

Stefanie Layton
|

I

Thank you for joining us today. This concludes our call.

Operator: Ladies and gentlemen this does conclude today's teleconference. You may disconnect your lines at
this time. Thank you for your participation and have a wonderful day.

FACTSET:c al l s t r eet
1-877-FACTSET callstrwtcom

1 6
Copyright © 2001-2018 FactSet CallStreet, LLC

K-ACC00039
Page 16 of 17



(PNW)Pinnacle West Capital Corp.
Q1 2018 Earnings Call

Q Corrected Transcript
02-May~2018

i

Di scl d m e r

The information herein is based on sources we bel ieve Io be rel iable but i s not guaranteed by us aid does not purport to be a complete or errorfree statement or summary of the avai lable data.

As su d w e do not w arant endorse or guarantee the completeness accuracy integrity or timeliness or the information. You must evaluate and bea dl risks associated w ith the use of  any

i nformation provided hereunder including any rel i ance on the accuracy ocmpleteness safety or usefulness of such information This information i s not i ntended to be used as the primary basis

of i nvestment deci sions. It should not be construed as advi ce designed to m eet the particular investment needs 01 any investor This report is published solely for information purposes and is

not to be construed as tinancid or other advice or as an older to sell or the solicitation 01 an of fer to buy any security in any state w here such an alter or solicitation w ould be mega. Any

information expressed herein on dis date is subject to change without notice. Any onions or xsertions contained in this information do not represent the odnicns or beliefs of Far:tSet

CaflStreeL LLC Factset Cal lStreet LLC. or one or more of i ts employees. i ncluding the wri ter or thi s report may have a posi ti on in any cl  the seal ri ti es discussed herein.

T HE INFORM AT ION PROVIDED T O YOU HEREUNDER IS  PROVIDED AS IS AND T O T HE M AXIM UM  EXT ENT  PERM IIT ED BY APPUCABLE LAW Facl s8 t  Ca l l sl ree t  LLC AND IT S

UCENSORS BUSINESS ASSOCIAT ES AND SUPPUERS DISCLAIM  ALL  WARRANT IES WIT H RESPECT  T O T HE SAM E EXPRESS. IM PUED AND ST AT UT ORY INCLUDING WIT HOUT

L IM IT AT ION ANY IM PL IED WARRANT IES OF M ERCHANT ABIL IT Y  FIT NESS FOR A  PART ICUL AR PURPOSE.  ACCURACY COM PL ET ENESS AND NON. INFRINGEM ENT .  T O T HE

M AXIM UM  EXT ENT  PERM IT T ED BY APPUCABLE LAW NEIT HER FACT SET  CALLST REET . LLC NOR IT S OFFICERS M EM BERS DIRECT ORS PART NERS. AFFIL IAT ES BUSINESS

A S S OCIA T E S .  L ICE NS ORS  OR S UP P L IE RS  WIL L  B E  L IA B L E  FOR A NY  INDIRE CT  INCIDE NT A L  S P E CIA L  CONS E QUE NT IA L  OR P UNIT IV E  DA M A GE S  INCL UDING WIT HOUT

UM IT AT ION DAM AGES FOR L OST  PROFIT S  OR REVENUES.  GOODWIL L  WORK ST OPPAGE SECURIT Y  BREACHES.  V IRUSES COM PUT ER FA IL URE OR M AL FUNCT ION USE

DAT A OR OT HER INT ANGIBLE LOSSES OR COM M ERCIAL DAM AGES EVEN IF ANY OF SUCH PART IES IS ADVISED OF T HE POSSIBIUT Y OF SUCH LOSSES ARISING UNDER OR

IN CONNECT ION WIT H T HE INFORM AT ION PROVIDED HEREIN OR ANY OT HER SUBJECT  M AT T ER HEREOF

The contents and appearance of thi s report b e Copyri ghted FactSet Catsueet. LLC 2018 Cal ISl reet and FactSet ca l sueet. LLC b e trademarks and service marks of  FxtSet CdISIreel. LLC.

Al l  other trademarks mentioned are trademarks of thei r respective companies. Al l  nights reserved.

F 'TT'*°"*: cal l  s treet
1-877-FACTSET .wIIstreet.com

1 7
Copyright ©2001-2018 FactSet CaIIStreet LLC

K-ACC00039
Page 17 of 17



Q Corrected Transcript

1

03-Aug-2018

(PNW)Pinnacle West Capital Corp.
I Q2 2018 Earnings Call

F A C T S E F :  c a l l  s t r e e t
1-877-FACTSET www.caIIstreet.com

Total Pages: 14
Copyright © 2001-2018 FactSet CallStreet LLC

K-ACC00040
Page 1 of 14



(PNW)Pinnacle W est Capital Corp.
Q2 2018 Earnings Call

I Corrected Transcript
03-Aug-2018

CORPORATE PARTICIPANTS

James R. HatfieldStefanie Layton
i

Donald E. Brandt

H o f  J: Jeffrey B. Guldner
. 7 - . ( ..

OTHER PARTICIPANTSI|

Michael Weinstein Andrew Stuart Levi

Julien Dumoulin-Smith Paul Patterson

Ali Agha

MANAGEMENT DISCUSSION SECTION

Operator: Greetings and welcome to the Pinnacle West Capital Corporation 2018 Second Quarter Earnings
Conference Call. At this time all participants are in a listen-only mode. A brief question-and-answer session will
follow the formal presentation. [Operator Instructions] As a reminder this conference is being recorded.

It is now my pleasure to introduce your host, Stefanie Layton Director of Investor Relations. Thank you. You may
begin.

Stefanie Layton

Thank you, Christine. I would like to thank everyone for participating in this conference call and webcast to review
our second quarter earnings recent developments and operating performance. Our speakers today will be our
Chairman and CEO Don Brandt and our CFO Jim Hatfield. Jeff Guldner, APS' Executive Vice President of Public
Policy is also here with us.

First, I need to cover a few of the details with you. The slides that we will be using are available on our Investor
Relations website along with our earnings release and related information. Note that the slides contain
reconciliations of certain non-GAAP financial information. Today's comments and our slides contain forward-
looking statements based on current expectations and the company assumes no obligation to update these
statements. Because actual results may differ materially from expectations we caution you not to place undue
reliance on these statements.
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Our second quarter 2018 Form 10-Q was filed this mouing. Please refer to that document for forward-looking
statements, cautionary language as well as the risk factors and MD&A section which identify risks and
uncertainties that could cause actual results to materially differ from those contained in our disclosures. A replay
of this call will be available shortly on our website for the next 30 days. It will also be available by telephone
through August 10.

I will now turn the call over to Don.

Donald  E . B rand t
I van of the Boarc

" f p

Thank you Stefanie and thank you all for joining us today. 2018 continues to be in line with our expectations and
we remain well positioned to meet our financial commitments this year.

Before Jim discusses the details of our second quarter results, l'll provide a few updates on our recent regulatory
and operational developments. The step increase request for the Selective Catalytic Reduction equipment at the
Four Corners Power Plant is progressing. The Arizona Corporation Commission hearing is scheduled to begin on
September 5 and we continue to expect a decision around the end of the year. As required by the 2017 rate
review order all residential customers except grandfathered solar customers were migrated to new rates We
successfully transitioned nearly 1 million residential customers to new rates in a few short months.

Turning to our operations on May 5 Palo Verde Generating Station completed its scheduled Unit 3 spring
maintenance and refueling outage in a plant record 28 days and 13 hours. The team's collective performance
resulted in the one of our best outages ever.

Looking to our capital investment program, nearly 200 miles of transmission lines and 15 new substations
supporting the additional capacity have been added in the past three years. In May the last 110-mile section of a
500kV loop around the northern part of the valley here known as Sun Valley to Morgan was commissioned.
Notably the Sun Valley to Morgan project has garnered national attention for its innovative design and permitting
process and collaborative work with the Bureau of Land Management. The 400 or 500kV projects commissioned
since 2015 including completion of this loop provide added reliability, increased economic development
opportunities and enhanced import and export capabilities with neighboring states. It should come as no surprise
that each year we go through extensive preparation and planning to maintain reliability throughout Arizona's
intense summer heat.

This year in addition to expanding and strengthening our transmission system, we implemented new strategies to
lower fire risk during wildfire season. To reduce fire risk our teams performed the vegetation management
activities, held wildfire prevention training and continued to expand our clearance around poles program.
Implementing these strategies is the right thing to do for customers, the environment and the health of our
company during increasingly dry conditions.

For future resource needs, we recently issued a request for proposals regarding peaking capacity and forest
bioenergy solutions. Proposals for the peaking capacity solicitation were due by July 20, and we're in the process
of evaluating those proposals. The submission deadline for the forest bioenergy RFP is August 17. In addition, we
issued a battery storage RFP for up to 106 megawatts located on APS solar facilities with an in-service date no
later than June 2020. We intend to own any project selected as part of the battery storage RFP. We expect to
make final selections for each of these solicitations during the fourth quarter of 2018.
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As the utility industry continues to evolve so does the grid technology landscape. As part of an ongoing process
to modernize the grid, we are upgrading the cellular communication technology for our meters from 2G to 4G.
Over the next 18 months we will replace roughly 2000 2G devices with about 1,500 4G devices providing
improved real-time outage information to system operators. Devices that have already been installed are
transmitting information more quickly and efficiently than the old system, which means added reliability and
quicker outage response for our customers. This investment is just one of many that aim to make the grid more
advanced and more reliable for our customers.

l
l

Turning to the ballot initiative on July 5, the Tom Steyer-funded California campaign turned in signatures in an
attempt to place a constitutional mandate for 50% renewable energy by 2030 on the Arizona ballot for the election
this November. On July 19, a lawsuit was filed arguing that fraud, as well as other systemic errors disqualifies a
majority of the signatures collected. The trial is set to begin on August 20 and we anticipate that the judge will
issue a decision in August.

Barring action by the judge by late August or early September, the Arizona Secretary of State will make an official
statement announcing whether the Steyer-funded initiative will be on the Arizona ballot. It is clear the impacts
from the Steyer-funded ballot initiative are bad for our customers and the State of Arizona. We estimate that the
Steyer-funded ballot initiative would require APS to add over 5500 megawatts of new resources above and
beyond our 2017 Integrated Resource Plan estimates by 2030. This would equate to over $10 billion in
incremental capital investment by 2030.

Further customers would bear the brunt of our recovery of the costs associated with the forced early retirement of
existing facilities. At the time of a possible early retirement the remaining book value and other costs associated
with the early shutdown for Palo Verde Generating Station and the Four Corners Power Plant could be $1 .9 billion
and $1.3 billion, respectively. while we expect the Steyer-funded ballot initiative would significantly increase our
rate base estimates customer bills in 2030 would likely be double today's bills.

We are not opposing this ballot initiative because we are opposed to cleaner renewable energy. We're opposing it
because a constitutional amendment is an irresponsible way to set energy policy and it will harm our customers.
We know clean energy is important to our customers and it's important to our company. At the end of 2017, over
50% of our diverse energy mix was carbon-free. Our renewable resources, including nine large solar farls across
the state and 80000 rooftop solar installations, provide about 14% of that total. APS is in the top tier of all utilities
in terms of solar power nationwide. Paired with our nuclear fleet and other clean sources we have a long proven
track record of advancing both clean and renewable energy.

As a long-temi leader in integrating sustainable clean energy resources we continue to invite further thoughtful
discussion about increasing the amount of renewables and other technologies that support clean energy in our
state. In fact this week we filed a letter encouraging the Arizona Corporation Commission to continue to move
the Energy Modernization Plan forward. As we have stated since the concept was first introduced APS believes
this proposal to achieve 80% clean energy by 2050 is a bold vision for the future.

While we're proud of our accomplishments, we recognize that we need to continue to do more to achieve the best
energy future for Arizona in a way that is right for our state. We believe the Energy Modernization Plan is
important to designing the energy future. We look forward to working with the Arizona Corporation Commission
and stakeholders to further develop and implement this vision.

l'lI now turn the call over to Jim.
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James R. Hatfield

Thank you, Don and thank you again everyone for joining us today. This morning we've reported our financial
results for the second quarter of 2018. As shown on slide 3 of the materials, for the second quarter of 2018 we
earned $1 .48 per share compared to $1.49 per share in the second quarter of 2017. slide 3 also outlines the
variances that drove the change in our quarterly earnings per share. l'll highlight a few of the key drivers.

Adjusted gross margin was up $0.12 per share compared with the second quarter in 2007 (sic) [2017] supported
primarily by the rate increase offset by the federal tax rate change, unfavorable weather and lower retail sales.
Although retail sales were lower this quarter versus the prior~year quarter, weather adjusted gross sales excluding
the impacts of energy efficiency and distributed generation were up 1.2% in the quarter. l will discuss our sales
trends in more detail in a moment.

Continuing with the key drivers, refund to customers due to the lower federal corporate income tax rate decreased
gross margin by $0.20 per share but were partially offset by the lower effective tax rate. The net impact of tax
reform in the quarter was a $0.10 per share benefit to net income. As a reminder the refund to customers through
the Tax Expense Adjustor Mechanism, the TEAM is based on a per kilowatt-hour sales credit and will generally
follow our seasonal kilowatt-hour sales pattern. The impact of a lower federal income tax rate is based on pre-tax
earnings and will more closely align with our quarterly pre-tax earnings pattern. Please see slide 8 for more
information related to the timing, impacts of tax reform.

Looking now to operating expense higher adjusted operations and maintenance expense decreased earnings by
$0.23 per share, primarily due to the higher planned outage costs related to the Selective Catalytic Reduction
equipment installed at Four Corners. As you may recall, our guidance for 2018 outage spend was concentrated in
the first half of the year as compared to the 2017 outage schedule which was concentrated in the second half of
the year.

Additional drivers to higher operations and maintenance expense were transmission, distribution and customer
service costs at APS and at the parent company~level public outreach cost primarily associated with the Steyer-
funded ballot initiative Depreciation and amortization expenses were higher in the second quarter of 2018
compared to the second quarter of 2017 reducing earnings by $0.13 per share. The increase was primarily
related to higher D&A rates approved in the 2017 rate review order and plant additions.

I

Also on slide 3, pension and other post-retirement benefits and non-service credits increased pre-tax income by
approximately $5 million or $0.03 per share in the second quarter. The increase was primarily related to higher
market returns and the adoption of a new pension and OPEB accounting guidance for 2018. As a reminder in the
2017 rate review order we were granted accounting deferrals related to the Four Corners Selective Catalytic
Reduction equipment installations and the Ocotillo Modernization project The drivers l discussed above account
for the deferral associated with the Four Corners SCRs as there was no net impact on second quarter of 2018
results.

Turning now to the Arizona's economy, customer growth and sales growth, the Metro Phoenix area continues to
show job growth above the national average. Through May employment in Metro Phoenix increased 3%
compared to 1.6% for the entire United States. The solid job growth continues to have a positive effect on the
Metro Phoenix areas commercial and residential real estate markets. We expect a continuation of business
expansion and related job growth in the Phoenix market which will in turn support continued commercial
development.
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Metro Phoenix has also had growth in the residential real estate market. As you can see in the lower panel of
slide 4, housing construction is expected to continue the effort post-recession trend. In 2018 housing permits are
expected to increase by about 4200 compared to 2017 driven by single-family permits. We believe that solid job
and income growth and low mortgage rates should allow the Phoenix Metro housing market and the economy
more generally to continue to expand.

Reflecting the steady improvement in economic conditions APS's retail customer base grew 1.6% in the second
quarter of 2018. We expect that this growth rate will continue to gradually accelerate the response to the
economic growth trends I just discussed. Importantly the long-term fundamentals supporting future population job
growth and economic development in Arizona appear to be in place. As I mentioned earlier our weather-adjusted
gross sales, excluding the impact of energy efficiency and distributed generation, were up 1.2% in the quarter
This solid sales growth was led by healthy growth in the residential sector of 2.2% mixed with about flat growth in
the commercial and industrial sector.

In rems of commercial and industrial sales growth the results were somewhat disappointing and at odds with the
positive economic growth trend we have seen. But we believe this divergence will likely be short-lived. We also
expect to see the other headwinds to sales growth declining in magnitude. Notably, the installation of
grandfathered distributed generation systems eligible for net metering subtracted a full two percentage points of
the residential growth rate this quarter. As the grandfathering deadline has now passed we expect the sales
reduction from new installations going forward will be less than half of this quarter's rate. Its also worth noting that
the 2018 Demand Side Management Plan currently awaiting the approval from the Arizona Corporation
Commission focus its energy efficiency programs on peak demand reduction, better aligning the benefits for
customers with realized system benefits.

l
l

In closing l will review our earnings guidance and financial outlook. We continue to expect Pinnacle West's
consolidated earnings for 2018 will be in the range of $4.35 to $4.55 per share. The rate increase in our
adjustment mechanism remain important gross margin drivers which we expect to be partly offset by higher fossil
plant outage costs and higher than other operating expenses related to more planned service including higher
G&A and property tax.

A complete list of factors and assumptions underlying our guidance is included in the appendix of our slides. We
continue to expect to issue up to $300 million (sic) [$600 million] of debt at APS this year but overall, liquidity
remained strong. Our rate base growth outlook remains at 6% to 7% on average through 2020 supported by
robust capital investment needs. We also continue to expect to achieve an annual consolidated return on average
common equity of more than 9.5% through 2019.

This concludes our prepared remarks. Now l'll turn the call over to the operator for questions.
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QUESTION AND ANSWER SECTION

Operator: Thank you. We will now be conducting a question-and-answer session. [Operator Instructions] Thank
you. Our first question comes from the line of Michael Weinstein with Credit Suisse. Please proceed with your

question.

Michael Weinstein

Hi, guys.

Donald E. Brandt

Hi Michael.

James R. Hatfield

Hi, Michael.

Michael Weinstein

i

l

Hey. So you indicated that if the initiative passes that it would require over $10 billion of incremental capital
investment by 2030 and that that can lead to substantial increase in customer bills which is why you are opposing
this method of getting to those kinds of goals. But lm wondering even if - let's say the initiative doesn't pass and
Commissioner Tobin's energy plan goes through and there's a more measured pace of renewable expansion for
the next decade how much incremental capital do you think would be possible for you to absorb or you to win as
part of the rate base growth profile for the next decade?

James R. Hatfield

That's a great question Michael. We havent really looked at it in terms of rate base growth. We know we're going
to have to add over 3 gigawatts of gas in addition to additional renewable. So our rate base outlook would have
Commissioner Tobin's 80 by 50 incremental to what we currently have today. So that would be positive but it
keeps Palo Verde as well which is the largest source of clean energy in the U.S.

Michael Weinstein

Okay. And just to confirm the - I guess with the grandfathering period now expired that you should be seeing
maybe the benefits of higher customer growth starting next year. I mean, I noticed the three-year growth forecast
has not changed.

James R. Hatfield
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Probably, we're getting towards the end of the installations of the applications from the September 1 grandfather
deadline. You have to remember that once the deadline passed, some of the national sellers pulled away from
Arizona, so the installations are slower than they had been in the past. But we should see that in the second half
of the year.

Michael Weinstein

Okay. Also one last question, what is your latest thoughts on the next rate case filing in terms of timing and
around the next election cycle? l

James R. Hatfield

We're still looking at that. As l've said, our desire would be to push it out a year. So we file on 2020 and rates
effective 2021. So, well make a decision on that as we get through the next month or so. We're really looking at
sales patterns based on the rate design and the migration to new rates and we need to make sure we understand
that profile.

Michael Weinstein

Okay. Great. Thank you.

Operator: Our next question comes from the line of Julien Dumoulin-Smith with Bank of America. Please
proceed with your question.

Julien Dumoulin-Smith

Hey. Good morning good afternoon.

James R. Hatfield

Good morning Julien.

Julien Dumoulin-Smith

Hey. So, Adjust wanted to follow-up on the last question a little bit more. Can you clarify just first the timeline here
so the Secretary of State is going to come out on the ballot initiative, then what else? And then separately and
perhaps more importantly can you comment quickly on recourse if this does actually succeed in terms of any
appeals process or implementation? And especially even within that to the extent which said both proposals
move forward, how would you reconcile between the two? I mean basically would the more stringent of the two
basically apply. And if Tobin were to get his proposal going forward would that basically be moot given the
success of the ballot initiative?

Donald E. Brandt
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Julien I'm going to ask Jeff Guldner to kind of walk through the key dates relative to the litigation and what would
happen with the Secretary of State. You might want to clarify your question but l'd rather not and won't go into a
lot of detail about what ifs. Right now, we're focused on the litigation that's pending in the courts and we'll take it
one step at a time. With that Jeff?

Jeffrey B. Guldner

Yeah. Julien, so, right now the signature review is in its normal process. So the Secretary of State sent them to
the counties. The county is doing their review. The lawsuit that was filed in Superior Court is proceeding kind of
parallel with that. There's been motion practice. The motion practice out there is under a special procedure for
elections cases. And so that involves expedited appeals from the Superior Court to the Supreme Court including
on issues that are decided before the actual trial begins. There's a pre-hearing or pre-hearing pretrial conference
on August 17 and then the trial would begin on August 20. lt will likely go through that week, and the judge would
likely come out with the ruling pretty quickly after that. I would expect that to then go through some expedited
appeals to the Supreme Court And all that is likely to be wrapped up by the end of the month and that's when the
Secretary would normally certify it.

Julien Dumoulin-Smith

I
I
I

Got it. All right. Excellent. And then just coming back to the parallel paths here I mean how would it work just in
terms of the competing proposals here if both were to move forward? Just trying to understand. I mean how
much input does the Commission have in ultimately implementing this?

Donald E. Brandt

Well again Julien, I wouldn't characterize them as competing proposals. They are two different aspects: one's a
constitutional amendment the other is a plan or program that the Arizona Commission could implement and
monitor and adjust that accordingly on a year-by-year or whatever frequency they wanted to do as opposed to a
constitutional amendment that would lock something into the Arizona Constitution forevermore.

Julien Dumoulin-Smith

Got it. Excellent. But is there any mechanism to put in place to address stranded costs that you could see here
just to kind of derisk the whole effort? I mean, is that something else?

Donald E. Brandt
f the Board Preside

i

Again right now, were focused on observing what's happening in the courts with the litigation on the signatures
that have been filed.

Julien Dumoulin-Smith Q
Understood. All right. We'II leave it there. Thank you very much.
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Operator: Our next question comes from the line of Ali Agha with Sun Trust. Please proceed with your question.

Ali Agha

Thank you. Good morning.

James R. Hatfield

Good morning.

Ali Agha
An

Good morning. Don, first, I wanted to just clarify from your opening remarks, as you mentioned, if this initiative is
happening there could be a premature retirement two of your plants. I just wanted to be clear, is there a
mechanism right now in Arizona? I mean presumably there would be a mechanism if plants retire early for
companies to recover those costs. Is there a set mechanism already in place?

Jeffrey B. Guldner

Ali, this is Jeff. So that would have to be addressed at the Commission. So there's various ways - we've had
stranded cost issues before and so those would be addressed at the Commission at the time.

Ali Agha

So it's not formulaic, you would have to go through a proceeding?

II Jeffrey B. Guldner
i

That's right.

Ali Agha

I see. Okay. And then, Jim I wanted to clarify your point looking at the sort of the delta between customer growth
and at least a weather normalized sales growth that we are getting from your data, which is showing that we've
had three consecutive negative weather normalized sales growth trends. And so again just to be clear are you
suggesting that the energy efficiency and demand response are having a much larger impact which should
mitigate? I just want to be clear I understand the trend. Should we now start to see those weather normalized
sales numbers start to turn positive or what's causing the three consecutive negative declines weve seen here?

James R. Hatfield

Well you had grandfathering of the last of the net metering. September 1, we saw applications skyrocket, June
July August as they were pulling things forward. All of those installations are now being installed and we believe
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the backlog is through us now. And so, we'II see less of an impact as we move forward as we continue to add
residential customers.

Ali Agha

I see. Okay. And then my last question if I look at some of the dynamics that you all have already talked about,
je., that your O&M costs are unusually high this year given the outage schedule. So they should come down to a
more normalized level next year, and then you have the step up in rates coming from the Four Corners SCR
investment. Would that imply - I mean, at least to me that would imply that the earned ROE next year should be
higher than this year. Is that a fair way to be thinking about this or am I missing some other dynamic there?

James R. Hatfield

Well I mean those are two impacts the financials in isolation. There's much other impacts as well, and weII come
out with 2019 guidance later this year.

Ali Agha

But both of those are accurate right in terms of helping your earned ROE next year?

James R. Hatfield

In isolation, yes.

Ali Agha

Thank you.

I.
Operator: Our next question comes from the line of Andrew Levi with Exoduspoint. Please proceed with your
question.

Andrew Stuart Levi

Hi. Good afternoon or mouing for you guys. How are you doing?

James R. Hatfield

Good, Andy. How are you?

Andrew Stuart Levi
."398L Exodu.

l'm okay. So just back on the ballot initiative I don't know, I just feel there's like some investor confusion because
ever since this whole thing has come out, the stock has on a relative basis hasn't done so well. And I understand
the effects on the ratepayer if this were to go through and obviously it would be a several-year process if it
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actually got on the ballot and was approved right? There would be some type of legal challenge to it? And then I
have a follow-up. Is that correct?

Donald E. Brandt l

I think we've missed your question, Andy.

Andrew Stuart Levi

Oh l'm sorry. You didn't hear me? Okay. So, basically, if it were to pass there would be like a several-year legal
challenge to that. Is that correct? If it actually got on the ballot and passed. That's my first question.

Donald E. Brandt

Were not to that point yet. As I said earlier, we're observing the pending litigation in the Arizona courts. So the
question is whether it gets on the ballot or not. We'll kind of take it one step at a time.

Andrew Stuart Levi

Okay. But I guess my point is even if it were to pass and over a several year process was able to survive various
legal challenges as far as your earnings and your long-term kind of outlook, that would basically be unchanged
because even with the stranded costs potential longer term, that rate basis you kind of outlined would be replaced
by renewable rate base and things kind of surrounding that. lsn'tthat correct?

Donald E. Brandt
I

Well again I'll use Jims words. In isolation that's correct. But still there are so many variables to this situation
.Until there is clarity around the results of this litigation it's really hard to start predicting things that far out.

Andrew Stuart Levi

Okay. That's fair. Again, it's just that your stock has suffered quite a bit again on a relative basis because group
has been going up since this initiative has been initiated. But I just feel there is kind of a misperception of the end
result. But thank you very much.

Donald E. Brandt

Thank you, Andy.

Operator: Our next question comes from the line of Paul Patterson with Glen rock Associates. Please proceed
with your question.
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Paul Patterson
crock Assoc/

Good morning. How are you doing?

James R. Hatfield

Hi how are you Paul?

Paul Patterson

Could you just revisit - as I recall the legislature passed something regarding a fine that would happen if there
was no compliance with the initiative. Could you elaborate a little bit on that again or just remind us what that
was?

Jeffrey B. Guldner

Yeah. There was a statute that was passed to address what you would do in a compliance situation, statute or an
amendment like the Steyer initiative. So that's out there as something that the Commission would probably
consider moving forward, but thats also likely to get challenged.

Paul Patterson

Okay. But the cost associated with that is quite low correct? I mean the fine associated with non-compliance
would be considered, as I recall that was pretty nominal in the whole scheme of things.

Jeffrey B. Guldner

That's correct.

Paul Patterson

From a cost benefit perspective is that correct? I mean do you follow what I'm saying? I mean in other words, if
this initiative was going to cost rate payers a whole bunch of money, et cetera. The cost of non-compliance would
seem to be considerably lower. Am l wrong?I

I
Donald E. Brandt

Based on a reading of that, you're exactly correct on the reading of that legislation.

Paul Patterson

Okay. I guess the message today though is before we get down to all these hypotheticals of what may or may not
happen, you'd rather just see what actually happens in the courts and the validation of ballots. Is that how I should
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think about it as opposed to pursuing a bunch of questions about what may or may not happen because - is that

what you are basically suggesting we do?

Donald E. Brandt

Yeah, exactly. We have a strategy it's been tied up in the courts right now and we're watching that very closely
and we'II respond when the time comes.

Paul Patterson

Okay. My other questions were answered and I won't take any more of your time. Thanks so much.

James R. Hatfield

Thanks, Paul.

Operator: Thank you. We have reached the end of the question-and-answer session. I would now like to turn
the floor back over to management for closing comments.

Stefanie Layton
error :r1v.6S.

Thank you. Then this concludes our call.I
I

Operator: Ladies and gentlemen this does conclude today's teleconference. You may disconnect your lines at
this time. Thank you for your participation and have a wonderful day.
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MANAGEMENT DISCUSSION SECTION

Op er ato r : Greetings and welcome to the Pinnacle West Capital Corporation Third Quarter 2018 Eamings
Conference Call. At this time all participants are in a listen-only mode. A brief question-and-answer session will
follow the formal presentation. [Operator Instructions] As a reminder this conference is being recorded.

It is now my pleasure to introduce your host, Stefanie Layton Director of Investor Relations. Thank you. You may
begin.

Stefanie Layton

Thank you Christine. I would like to thank everyone for participating in this conference call and webcast to review
our third quarter earnings recent developments and operating performance. Our speakers today will be our
Chairman and CEO Don Brandt, and our CFO Jim Hatfield. Daniel Froetscher APS Executive Vice President of
Operations; and Barbara Lockwood, APS' Vice President of Regulation are also here with us.

First, I need to cover a few details with you. The slides that we will be using are available on our Investor
Relations' website along with our earnings release and related information. Note that the slides contain
reconciliations of certain non-GAAP financial information. Today's comments and our slides contain forward-
looking statements based on our current expectations, and the company assumes no obligation to update these
statements. Because actual results may differ materially from expectations, we caution you not to place undue
reliance on these statements.
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Our third quarter 2018 Form 10-Q was filed this morning. Please refer to that document for forward-looking
statements, cautionary language as well as the risk factors and MD&A sections which identify risks and
uncertainties that could cause actual results to differ materially from those contained in our disclosures. A replay
of this call will be available shortly on our website for the next 30 days. lt will also be available by telephone

through November 15.

I will now tum the call over to Don.

Donald  E . B rand t

Thank you Stefanie and thank you all for joining us today. Throughout this year our positive customer growth
and disciplined cost management continue to support our ability to meet financial commitments. The Pinnacle
West board also displayed confidence in the company's outlook by approving a 6.1% dividend increase effective
with the December 2018 payment. Before Jim discusses the detail of our third quarter results and guidance, lll
provide several updates on recent operational and regulatory developments, including the ballot initiative and
certain elections.

Our operations team did an excellent job maintaining the generating fleet and electrical grid again this summer.
Our workforce quickly restored service to customers after several storms toppled a combined 451 poles which is
almost as many as the 2016 and 2017 summers combined.

The Palo Verde Generating Station also performed well with all three units operating at a combined 97.3%
capacity [indiscernible] (3;19). To meet customer demand and increase our clean energy mix we issued three
requests for proposals this year. We've received bids on our request for forest bioenergy solutions peaking
capacity and energy storage.

Our energy storage RFP is particularly noteworthy because it will allow customers to use energy from our existing
AZ Sun solar facilities during the peak period after the sun sets. We're in the process of evaluating the bids and
anticipate making our selection for each in the late 2018 or early 2019 timeframe.

Our capital investment program continues to be robust, supporting investments in clean energy resources and
maintaining safe and reliable service for our customers. Approximately 51% of our distribution capital investment
from 2018 through 2020 will be driven by customer growth. For generation-related investments, the installation of
five new fast-start flexible generating units at the Ocotillo Power Plant is on track to be completed in the second
quarter 2019.

Turning to our regulatory updates the hearing for the Four Corners step increase request concluded on
September 7. On September 24 the Arizona Corporation Commission staff filed its closing brief which
recommended a $58.5 million step up in revenue compared to our filed request for a $67.5 million increase.

Next the administrative law judge will issue a recommended opinion in order. The step increased request will
then be scheduled for an open meeting and the ACC will issue a decision. APS' installation of pollution controls at
the Four Corners Power Plant is part of our continued investment in a cleaner energy future. We commissioned
the Selective Catalytic Reduction equipment earlier this year and now were achieving an 88% reduction in nitrous
oxide emissions. In August APS filed a second request with the Arizona Corporation Commission to return an
additional $86.5 million in tax savings to customers beginning January 1 2019.
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If approved, the second wave of savings from tax reform will offset the requested Four Corners' step increase.
The total tax savings for customers when combined with the first reduction implemented in March of 2018 would
be $205.5 million. Over the last 20 years our price increases have been below the rate of inflation.

With the rate reductions from tax reform and other price reductions customer rates will be lower at the end of
2018 than they were at the beginning of the year. As required by the 2017 rate review decision each year the
resource comparison proxy must be recalculated to determine the amount new rooftop solar customers will
receive for the generation they export back to the grid.

Beginning October 1 2018 the Arizona Corporation Commission approved a rate of 11.6 cents per kilowatt hour,
which is 10% less than the previous rate of 12.9 cents per kilowatt hour. This reduction continues to move the
amount received by solar customers for excess generation closer to our avoided cost and further mitigate the cost
shift between solar and non-solar customers.

Lastly on October 1, the Arizona Corporation Commission concluded its hearing regarding a customer complaint
alleging the average residential bill increase is higher than the average approved in the 2017 rate review order.
We're confident that the rate increase was implemented appropriately and is consistent with the rate review order.
Final briefs in this matter are due on November 16 and a recommended opinion in order will subsequently be
issued by the administrative law judge. We anticipate the commissioners will issue a decision on this matter in

2019.

As you are aware Arizona held its mid-term elections on November 6. while the Corporation Commission race
has not been officially declared as of this morning Commissioner Olson and Republican Rodney Glassman are
Head of the Democratic Candidates. Commissioners Dunn, Tobin and Burns will continue sewing through the
remainder of their terms ending in January 2021 .

Importantly, the residents of Arizona voted overwhelmingly to defeat Proposition 127 ensuring that energy policy
in Arizona will continue to evolve in a thoughtful and constructive manner. With Proposition 127 behind us we can
now wor1< with stakeholders to establish forward-thinking energy policies that move towards an increasingly clean
energy mix.

Arizona is number three nationally in solar energy installed and our APS energy mix is already 50% clean. We're
on the cutting edge of advanced battery storage technology. Arizona is uniquely positioned to achieve a clear
energy mix with our abundant solar resource leadership and advanced technologies, and Palo Verde Generating
Station, the largest clean energies generator in the nation.

I
I Additional infrastructure investments will not only support our clean energy focus they are also necessary to

support our robust customer growth. Maricopa County was the fastest growing in the United States the last two
years in a row.

We estimate that 340,000 new customers will move into the APS service territory by 2030. And our customers'
energy needs are expected to increase by more than 30% over that same period. Significant investments in new
resources including grid infrastructure, cleaner power generation and advanced energy technologies will be
required to support Arizonas growing economy.

Let me conclude by saying that I'm proud of our team's commitment to our customers and our community. We not
only supported the effort to protect Arizonians but we also remain focused on our operational performance and
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delivering on our commitments. Our capital investment opportunities and emphasis on cost management continue
to create value for our shareholders.

l'II now turn the call over to Jim.

James R. Hatfield
ent Ci ume 1-

Thank you, Don and thank you again everyone, for joining us today. This morning we reported our financial
results for the third quarter of 2018. l'll discuss the details of our financial results, provide an update on the
Arizona economy and introduce 2019 guidance. As shown on slide 3 of the materials, for the third quarter of
2018, we earned $2.80 per share compared to $2.46 per share in the third quarter of 2017.

Slide 4 outlines the variances that drove the change in our quarterly earnings per share. l'll highlight a few of the
key drivers. Adjusted gross margin was up $0.04 per share compared with the third quarter in 2017 supported by
favorable weather, the price increase from the 2017 rate view higher sales and transmission revenue. Sales net
of energy efficiency and distributed generation were up 1.2% in the quarter driven by strong commercial sales
growth and robust residential customer growth.

The strong commercial sales growth reflects the positive economic trends we have seen in the Metro Phoenix
area. Offsetting drivers include the refund to customers resulting from the federal tax reform and a shift in the
seasonality of revenue resulting from the residential rate design changes approved in the 2017 rate order review.

As previously discussed, the 2017 rate review order established new rate options for customers. The new rate
shifted a portion of the revenue previously collected during the summer to non-summer months, better aligning
revenue collection with the cost to serve.

Looking now to our operating expenses higher adjusted operating and maintenance expense decreased earnings
by $0.12 per share due to a higher costs at APS for transmission distribution customer service and information
technology, and at the parent company level, for public outreach costs primarily associated with Prop 127.

Depreciation and amortization expenses were higher in the third quarter of 2018 compared to the third quarter of
2017 reducing earnings by $0.08 per share. The increase was primarily related to higher depreciation rates
approved in the 2017 rate review order and plant additions.

Pension and other post-retirement benefits, non-sewice credits, increased pretax income by approximately $6
million or $0.04 per share in the third quarter. The increase was primarily related to higher market returns and the
adoption of a new pension and OPEB accounting guidance for 2018.

Lastly the refund to customers resulting from federal tax reform was possibly offset by a lower effective tax rate.
The net impact of federal corporate tax cuts in the quarter was a $0.14 per share benefit to net income.

Turning now to Arizona's economy customer growth and sales growth Metro Phoenix continues to show strong
job growth and has consistently been above the national average as shown in the top panel of slide 5. Through
August employment in the Metro Phoenix area increased 3.1% compared to 1.6% for the entire U.S. Job growth
is particularly strong in the construction sector a sign of strength in the area's commercial and residential real
estate markets. Construction employment has increased by 10.4% versus 2017.
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We expect a continuation of business expansion and the related job growth to continue support commercial
development. The Metro Phoenix residential real estate market has also continued its upward post-recession
trend as shown in the lower panel of slide 5. In 2018 we expect a total of 30,000 housing permits an increase of
about 4200 compared to 2017, driven by single family permits. We believe that solid job and income growth and
relatively low-mortgage rates should allow the Metro Phoenix housing market and economy more generally to
continue to expand faster than the national average. l

Reflecting this steady improvement in the economic conditions APS' retail customer base grew 1.6% in the third
quarter of 2018. We expect that this growth rate will continue to accelerate in response to the economic growth

trends I just discussed.

importantly the long-term fundamentals supporting future population, job growth and economic development in
Arizona appear to be in place and we believe Phoenix should remain one of the country's fastest-growing large
metropolitan areas. As I mentioned earlier, net sales were up 1.2% in the quarter. Commercial and industrial
sales increased 2.3% over the third quarter of 2017, reflecting the positive economic growth trends we have seen
in the region.

Finally I will review our financing activity, earnings guidance and financial outlook. On August 9 2018 APS
issued $300 million of 30-year 4.20% unsecured senior notes. The proceeds were used to repay commercial
paper borrowings. Overall, our balance sheet and liquidity remains strong. At the end of the quarter, Pinnacle
West had approximately $128 million of short-term debt outstanding. Later, this year we expect to infuse up to
$150 million of equity capital from Pinnacle West into APS.

Turning to guidance, as shown on slide 6 we continue to expect Pinnacle West's consolidated earnings for 2018
will be in the range of $4.35 to $4.55 per share. While we benefited from a hot September, we also had a very
mild October. We expect October weather will negatively impact the full-year 2018 earnings by approximately
$0.10 to $0.15 per share. Offsetting updates to our 2018 guidance can be found in the appendix to our slides.

Before I introduce 2019 guidance, I would like to confirm that we do not intend to file a rate review request in
2019. As a reminder the 2017 rate review order prohibited APS from filing a new general rate review before June
1, 2019. After reviewing our financial expectations we have determined that filing a rate review in mid-2020 will
meet our financial objectives. In preparation for this filing we expect to keep our capital structure similar to the
level approved in our last rate review.

Continuing with guidance we're introducing 2019 guidance of $4.75 to $4.95 per share. Positive drivers for 2019
include the anticipated Four Corners SCR revenue increase, higher weather normalized sales higher
transmission revenue flat to lower interest expense and lower operating maintenance expenses primarily due to
lower planned outages and our continued cost management. We expect these drivers to be partially offset by
higher D&A related to more plant and service, higher property taxes and lower AFUDC.

The estimated effective tax rate of 10% for 2019 reflects the amortization of $71 million of excess deferred taxes
associated with the second team filing. The decrease in the effective tax rate is offset by the proposed $865
million refund to customers, which is also part of the second team filing.

Our 2019 capital expenditure forecast remains at $1 .15 billion. We will provide update to our capitalized forecast
and rate base on our fourth quarter call. A complete list of key factors and assumptions underlying our 2018 and
2019 guidance is in the appendix to our slides. Our rate base growth outlook remains at 6% to 7% through 2020,
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and we still expect to achieve a weather normalized annual consolidated earn return on average common equity

of more than 9.5% over the same period.

As we have said our earnings are not linear and will fluctuate from year-to-year. However, over the long term the
opportunity to lead Arizona to a cleaner energy future positions us well to continue our track record of success.

lThis concludes our prepared remarks. l'll now turn the call over to the operator for questions.

QUESTION AND ANSWER SECTION

Operator: Thank you. [Operator Instructions] Our first question comes from the line of Michael Weinstein with
Credit Suisse. Please proceed with your question.

Michael Weinstein

Hi. Good morning, guys.

James R. Hatfield

Hey, Michael.
|

I

:

Michael Weinstein

Hi. Maybe we could just start and talk a little bit about the process going forward. Now that Prop 127 is defeated
what can we expect to see going into next year or maybe even later this year in terms of kind of a collaborative
process or some kind of stakeholder review of options going forward?

James R. Hatfield

Well I think Michael, it remains to be seen exactly what that process looks like. As you know and we've talked
about, Mr. Tobin has a docket open on the 80% clean by 2050. A lot of things are also being attached to that
docket. And so, the exact way forward is sort of unknown at the moment. It would be our intent to participate in
that docket and all of those factors but we'll have to wait and see where it ultimately goes from a timing and
outcome perspective.

Michael Weinstein

Do you expect to have something I guess solidified by the time you file your next draft IRP?

James R. Hatfield

Draft IRP is in April, so I'm not sure we would be able to go fully through a process at that point. I think it remains
to be seen exactly how the IRP unfolds. That's one of the sections in the 80 X 50 is reviewing how we go forward
on the IRP. So again it remains to be seen.
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Daniel T. Froetscher
ecufiveVice F

Yeah. Jim, it's Daniel. I think the timing of the informal docket on the Energy Modernization Plan is a little bit
ambiguous. And therefore as it relates to flanging up with the preliminary IRP we cant make that call. I think Don
put out a press release here a couple of days ago post Prop 127 though indicating that we're going to build on the
coalition that worked with us on Prop 127 in terms of trying to shape and formulate what a cleaner energy future
looks like for Arizona. So, we'II continue to engage in that space.

Michael Weinstein

Great. Hey just one final question with other people being on. The weather-normalized retail electric sales
volume that you're assuming for 2019 guidance is still the 0% to 1% range. Now for the three-year period [ph] a
full (22:56) higher than that, l'm just wondering at what point does that three-year forecast kind of roll into those
one-year forecasts?

James R. Hatfield

Well I think what we're seeing is a continual gradual improvement in the overall economy. And exactly when over
a three-year period it rolls into the higher remains to be seen. But I think we saw this quarter sort of the example
of the improved economy. And we have a site to a pipeline of a lot of projects in West Phoenix as well, which will
continue to build that momentum.

Michael Weinstein

I
:.
I
I

Okay. Thanks a lot. Nice job on guidance and congratulations on winning your argument against Prop 127. Thank
you.

Donald E. Brandt

Thanks Michael.

Op er ato r : Our next question comes from the line of Insole Kim with Goldman Sachs. Please proceed with your
question.

Insole Kim o
Hey. Good morning guys.

Donald E. Brandt

Good morning.

James R. Hatfield

Good morning.
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lnsoo Kim

As you prepare for the 2020 rate case, would any potential equity issuance to boost the equity layered likely be
done sometime in 2020 in the early half of the year and have you also considered whether potentially a forward
sale is an option given where your stock is trading at the current moment?

James R. Hatfield

So, last year, we injected $150 million from Pinnacle into APS. We expect to do [indiscernible] (24:34) any
additional equity that we'll need can be handled through a direct type of program and we're not contemplating a
forward sale at the moment. lt certainly won't be allotted additional equity. We'll need to raise through a dividend
reinvestment.

lnsoo Kim

Understood. And turning to the renewable discussions going fonrvard, given the uncertain timeline as to when the
final RPS standards or the IRP will take place, do you not see any meaningful tick in renewable investments until
maybe 2021 at the earliest or could you see some meaningful amounts in 2020 especially to take in advantage of
some tax benefits?

James R. Hatfield

Well we're obviously cognizant of the ITC and the timetable there. I think from a renewable right now nothing
planned. Don referred to the battery IRP which - kind of how prices shake out and we're in discussions now that
will be attached to [ph] utility to go solar (25:44) be able to - when we have the negative pricing feed the batteries
to be able to provide peaking power later in the day.

I think we have to see how this conversation unfolds over the near term before we think about any large-scale
renewable bill. At this time, that obviously continues to change as we talk to customers and other things, so.

Insole Kim

Got it. Thank you very much.

I

I Op er ato r : Our next question comes from the line of Paul Ridzon with KeyBanc. Please proceed with your
question.

Paul T. Ridzon
?

You touched on it earlier but as you look at Tobins proposal of 80 X 50 is that workable or do we get into cost
pressures under that plan?

James R. Hatfield
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Well Paul, the Prop 127 was a constitutional amendment that was just a rigid and it was irrespective of cost. I
think the value of a commission-driven process is you think about clean you think about reliability but you also
think about affordability. And so that will be a key gating factor as we move forward will be what can customers
afford and we're very cognizant of that from - as we think about CapEx and other things it's always how much is
this going to cost customers and we're very mindful of that.

Paul T. Ridzon

So, this proposal would have some off-ramps?

James R. Hatfield

Well yeah the thing about it is you sort of bill as you go forward instead of coming up with a descriptive plan
today that says, this is what we're going to do and that's the value of more of a commission-driven profits.

Paul T. Ridzon

And Jim just a clarification that the inter-quarter tax items will be net neutral for the calendar year?

James R. Hatfield

Correct.

Paul T. Ridzon

Okay. If you...

HatfieldJames R.

So we have a slide in the appendix that sort of shows how that's been laid out over the course of the year.I

Paul T. Ridzon

Great. Thank you.

James R. Hatfield

Thanks, Paul.

Op er ato r : Our next question comes from the line of Andrew Levi with ExodusPoint. Pleas proceed with your
question.

Andrew Stuart Levi

Hey. Good morning, guys.
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James R. Hatfield

Hey, Andy.

Andrew Stuart Levi

Great job on lots of different things in the last quarter or so happy with that. Just two questions. One, just on the
CapEx post 2020, this $1 .2 billion level that you kind of have been averaging is should we just assume - I know
you havent given guidance yet on that but that's kind of like your sweet spot CapEx level on anything that would
occur on the renewable side as far as any type of new initiatives would be incremental.

lJames R. Hatfield

Well certainly, as we look, however, at our CapEx forecast, again, I won't comment specifically about 2021
beyond, but as we look at things, for example, battery storage, 106 megawatts, well that would be something
that's in our base CapEx plan. And so it depends on how that shakes out. That could be incremental.
Renewables could be incremental. Electric vehicle infrastructure could be incremental.

We file for a pilot in the 2018 DSM plan and we're waiting to get that from the commission. So how it plays out
and when its sort of TBD but we feel good about our fundamental ability to continue to grow rate base and keep
it cost affordable to customers.

Andrew Stuart Levi
|

That sounds good. And then when do we get a refresh on the CapEx?

James R. Hatfield

We'II do rate base and CapEx in our year-end call and there will be 2021 CapEx will be in the 10-K.

Andrew Stuart Levi

Got it. And then one last question just on the 2019 guidance, because I think there was a little confusion, but I
think if I heard you correctly there's an offset. So the lower tax rate is offset by a customer credit is that you
were saying?

James R. Hatfield

Yes.

Andrew Stuart Levi
rlag@f. Exodu

O k a y .
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Andrew Stuart Levi Q
And that's why you have a lower tax rate I guess, right?

James R. Hatfield A
Correct. Right.

Andrew Stuart Levi
imager Exodus.

Got it. Okay. Perfect. Thank you guys.

James R. Hatfield

Thank you.

Operator: Our next question comes from the line of Julien Dumoulin-Smith with Bank of America Merrill Lynch.
Please proceed with your question.

Julien Dumoulin-Smithi

Hey. Good morning guys.

James R. Hatfield

Hey. Hey Julien.

Julien Dumoulin-Smith

Hey. So I just wanted to follow up a little bit on the composition of the CapEx here quarter over quarter roughly
the same magnitude of capital here but just shifting around the bucket. Can you talk a little bit about the two
buckets, the traditional gen and the clean gen, and what's shifting that around? I suppose why - perhaps to start
with why the downtick in traditional gen?

James R. Hatfield \
Well - go ahead.

ice Presii~ .. ADaniel T. Froetscher

Excuse me. Julien, it's Daniel. So the downtick in the traditional gen is reflective of the completion of the SCR
projects and a different outage plan for 2019 going forward in terms of number of majors and minors so and so
forth. The uptick in clean gen is a reflection of [indiscernible] (31321) generating station fuel the clean battery
technologies that Jim mentioned that won't be determined if you will until we settle and make our decisions
relative to the three RFPs that are out there, but we certainly anticipate some level of investment in that space.
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And we've got a segment with our residential low and moderate income customer base a program called a
community solar, within which we are installing and rate basing residential distributed generation rooftop solar on
customer rooftops at a multi-year program.

Julien Dumoulin-Smith
Bank OfAMI

Got it. And maybe to clarify that. The traditional gen, is this probably a new lower level on a consistent basis or for
the 2019 and 2020 this $100 million-ish type number is that probably just a transient based on outages,
etcetera?

Daniel T. Froetscher

No. Major outages at our power plants are cyclical in nature. Certain work is every three to four years. Certain
work is every six to eight years. So this is just a reflection of the normal cyclical nature if you will of our major and
minor outs.

Julien Dumoulin-Smith

I
Got it. Excellent. And just to clarify on the capital recovery piece for the clean gen uptick, is that fairly
straightforward in the context of the next case?

James R. Hatfield

Well, were recovering the residential through the [ph] rate (32:50) surcharge currently. The rest will be just
included for recovery in our next rate case.

Julien Dumoulin-Smith

All right. Great. Thank you all very much. All the best.

James R. Hatfield

Thank you.

Operator: Thank you. We have no further questions at this time. I would now like to turn the floor back over to
management for closing comments.

Stefanie Layton

Thank you all for joining us today. This concludes our call.

Operator: Ladies and gentlemen this does conclude today's teleconference. You may disconnect your lines at
this time. Thank you for your participation and have a wonderful day.
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MANAGEMENT DISCUSSION SECTION

Operator: Good day ladies and gentlemen and welcome to the Pinnacle West Capital Corporation 2018 Fourth
Quarter and Full Year Conference Call.

All lines have been placed on a listen-only mode and the floor will be opened for your questions and comments
following the presentation. [Operator Instructions]

At this time it is my pleasure to turn the floor over to your host, Ms. Stefanie Layton. Ma'am the floor is yours.

Stefanie Layton

Thank you Jess.

I would like to thank everyone for participating in the conference call and webcast to review our fourth quarter and
full year 2018 earnings recent developments and operating performance.I

Our speakers today will be our Chairman and CEO Don Brandt, and our CFO, Jim Hatfield. Jeff Guldner APS'
President and Daniel Froetscher APS' Executive Vice President of Operations, are also here with us.

First I need to cover a few details with you. The slides that we will be using are available on our investor
Relations' website along with our earnings release and related information. Note that the slides contain
reconciliations of certain non-GAAP financial information.

Today's comments and our slides contain forward-looking statements based on current expectations, and the
company assumes no obligation to update these statements. Because actual results may differ materially from
expectations we caution you not to place undue reliance on these statements.

Our 2018 Form 10-K was filed this morning. Please refer to that document for forward-looking statements
cautionary language, as well as risk factors and MD&A sections which identify risks and uncertainties that could
cause actual results to differ materially from those contained in our disclosures.

A replay of this call will be available shortly on our website for the next 30 days. It will also be available by
telephone through March 1.

l will now turn the call over to Don.

Donald  E . B rand t
-Hr

Thank you Stefanie and thank you all for joining us today.

Pinnacle West delivered a solid 2018 with earnings near the top of our guidance range, constructive public policy
outcomes and a balance sheet that remains one of the strongest in the industry. Jim will discuss the financial
results. My comments will focus on our 2018 highlights and the year ahead .
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Our fleet performed well in 2018. Palo Verde Generating Station completed another outstanding year of carbon-
free electricity production generating 31 .1 million megawatt-hours of energy. It is also notable that the team at
Palo Verde completed the scheduled 2018 spring refueling and maintenance outage in 28 days and 13 hours the

shortest in Palo Verde history.

Turning to our generation needs. In 2018 we issued a Request for Proposal for approximately 106 megawatts of
battery storage to be located on up to five of our AZ Sun sites. Based upon our evaluation of the RFP responses
we expanded the initial phase of battery deployment to 141 megawatts by adding a sixth AZ Sun site which is
expected to be in service by mid-2020. This investment will allow customers to use energy from our existing AZ
Sun solar facilities during the peak period after the sun sets increases fuel savings for customers, and further
advances our clean energy portfolio goals.

In addition, we have entered into purchase power agreements for over 600 megawatts of peaking capacity
resources beginning in 2021. These contracts are the result of our 2018 Peaking Capacity RFP and include 150
megawatts of battery storage and a 463 megawatt summer seasonal natural gas power purchase agreement.

Looking forward we will continue our efforts to meet future customer needs with clean technologies. To
accomplish this, we plan to install at least 660 megawatts of ApS-owned solar plus battery storage and stand-
alone battery storage systems by the summer of 2025. We expect to procure the first 260 megawatts in 2019.
When added to our current commitments, we expect to invest in a total of 950 megawatts of clean technology by
2025.

I

In addition to our investment in generation resources needed to support customer growth, Id like to highlight two
other examples of capital investments benefiting customers. First we installed an additional transformer near
Four Corners increasing our ability to meet rising demand for wheeling services. The total project cost was $25
million invested from 2016 through 2018. We received $12 million in additional transmission revenue after placing
the transformer in service in 2018. Customers will benefit from lower rates going forward as a result of our
increased ability to offer these services.

The second investment is located in the West Valley. We continue to see new companies building out on the west
side of Phoenix. To support this growth we plan to invest $100 million to construct a new West Valley Service
Center that is expected to be completed in 2022.

Turning to the regulatory front. In January, the Arizona Corporation Commission voted to conduct their review of
APS 2018 books and records to determine whether the 2017 rate review order was implemented properly and
whether APS has earned more than its allowed rate of return. In our opinion reviewing APS' 2018 books and
records is a constructive way for the Commission to complete its due diligence and gain confidence in the
outcome of our last rate review. We appreciate the Commission's commitment to understanding the facts and
we'Il be providing the Commission staff with the information they need to complete the review by the May 3
deadline. We're confident the rate increase was implemented appropriately consistent with the rate review order.
As Jim will discuss our 2018 Arizona jurisdictional return on equity was 9.5%, which is less than the authorized
10% return on equity.

The Commission has also opened the docket to evaluate retail competition. In Arizona there are numerous legal
challenges, consumer issues and logistical challenges with implementing retail competition. For example
implementation would require an amendment to the Arizona Constitution. Given the challenges, we believe it
would be very difficult to implement retail competition in Arizona as things stand today. However there is always
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l

value in exploring different options and understanding the spectrum of possible opportunities. We appreciate the
Commissions interest in understanding the negative impacts retail competition has had on residential customers
in other states.

Two other important items in front of the Commission are the Four Corners SCR step-increase request and a
request to return an additional $86.5 million in tax savings to customers. On November 27 of 2018 the
Administrative Law Judge issued a Recommended Opinion and Order consistent with the Commission staff's
proposed $58.47 million revenue increase. We expect a decision on the SCR step-increase request and the tax
refund request in early 2019.

For our company we believe 2019 will be a productive year with our strategic priorities centered around clean
energy affordability, and reliability. We recognize that achieving success in our corporate strategic initiatives will
only happen through our people. Putting our people first and prioritizing development has been at the forefront.
l'm pleased to highlight the recent promotion of Jeff Guldner previously our Executive Vice President of public
Policy to his new position as President of APS. Jeff is a strong and thoughtful leader with a deep understanding of
the complex issues facing our industry. I know that under his leadership the company will be well positioned to
meet the challenges presented by a growing Arizona and I look forward to working closely with Jeff to lead our
company forward.

In summary, we delivered on our commitments in 2018 and are well positioned for 2019 and the long term. We
have clear priorities and a strong leadership team in place to achieve our goals. We remain focused on creating
value, our core business, while delivering on our financial and operational commitments.

i

I

I l'lI now turn the call over to Jim.

James R. Hatfield

Thank you Don and thank you again, everyone, for joining us today.

This morning we reported our financial results for the fourth quarter and full year 2018. As you can see on slide 3
of the materials, we had a successful year. Before I review the details of our 2018 results, let me briefly touch on
some of the key factors from the quarter which can be found on slide 4.

For the fourth quarter of 2018 we earned $0.23 per share compared to $0.19 per share in the fourth quarter of
2017. Adjusted gross margin was down $0.15 per share compared to the fourth quarter of 2017. Higher sales-
related revenue and the change in residential rate design and seasonal rates were more than offset by the
unfavorable weather and the refund to customers resulting from federal tax reform. As a reminder, the 2017 rate
review order established new rate options for customers. The new rate shifted a portion of the revenue previously
collected during the summer to non-summer months better aligning revenue collection with the cost to serve.
Offsetting the decrease in adjusted gross margin were lower operate and maintenance expenses, higher pension
and other post-retirement benefits non-sewice credits other income and lower adjusted income tax expense.

For the full year of 2018, we delivered solid results with earnings at the upper end of our guidance range earning
$4.54 per share compared to $4.35 per share in 2017. Reflected in these results is an ACC jurisdictional ROE of
9.5%. When we calculated the ACC jurisdictional ROE we excluded revenue related to FERC jurisdiction. FERC
represents approximately 17% of rate base and has an authorized ROE of 10.75%
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Turning your attention to slide 5, l'll review some highlights of our full year results. Gross margin was a key driver
during the year with a few core components The rate increase that went into effect on August 19 2017
contributed $0.69 per share. However, increases in operating expenses offset a portion of the benefit to gross
margin. Transmission revenue added $0.18 per share due in part to the addition of new long-term wheeling
agreements. The LFCR added incremental growth to our gross margin of $0.02 per share. Higher sales-related
revenue added $0.16 per share to gross margin in 2018, driven by customer growth and higher average effective
prices. Offsetting drivers included the refund to customers resulting from federal tax reform and unfavorable
weather.

Looking next to the operating expense, operations and maintenance expense was up in 2018 compared to 2017
decreasing earnings by $0.50 per share, primarily due to higher costs at APS for planned outages transmission
and distribution and customer service costs information technology and the parent level higher public outreach
costs. Higher depreciation and amortization expense decreased earnings $0.33 per share in 2018 as compared to
2017. The increase was primarily related to plant additions and the $61 million annual increase in D&A rates
approved in 2017 rate order.

i

Other taxes were higher in 2018 relative to 2017, reflecting higher property values and the impact related to the
amortization of our property tax deferral as part of the 2017 rate order.

Pension and other post-retirement benefits non-service credits increased pre-tax income by approximately $25
million or $0.17 per share in 2018 compared to 2017. The increase was primarily related to higher market returns
in 2017 and the adoption of new pension and OPEB accounting guidance in 2018.

Lastly, the refund to customers resulting from federal tax reform was offset by a lower effective tax rate as
illustrated in more detail on slide 13. The net effect of adjusted net income (sic) [income taxes] including the
benefits of federal corporate tax cuts, offset by non-deductible costs and other items decreased earnings $0.08
per share.

As you know Arizona's economy continues to be an integral part of our investment thesis. III cover some of the
trends we are seeing in our local economy.

Now looking to slide 6, Metro Phoenix continues to show strong job growth and has consistently been above the
national average. In 2018 employment in Metro Phoenix increased 3.3% compared to 1.6% for the entire U.S.
Job growth remains strong in the construction and manufacturing sectors, a sign of strength in the regional
economy. Construction employment increased by 11.5% in 2018 and manufacturing employment increased by
5.9%. We expect a continuation of business expansion and the related job growth to continue to support
commercial and economic development.

The Metro Phoenix residential real estate market has also continued its upward post-recession trend. In 2018 we
expect a total of 30,000 housing permits an increase of about 4200 compared to 2017 driven by singlefamily
permits. In 2019, we expect a total of 34,000 permits continuing the upward trend we have seen since the end of
the recession. We believe that solid job and income growth and relatively low mortgage rates should allow the
Metro Phoenix housing market and the economy more generally to continue to expand faster than the national
average.

Reflecting the steady improvement in economic conditions, APS' retail customer base grew 2% in the fourth
quarter of 2018 and 1.7% for the entire year We expect that this growth rate will continue to accelerate in
response to the economic growth trends I just discussed. Importantly, the long-term fundamentals supporting
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future population job growth, and economic development in Arizona appear to be in place and we believe
Phoenix should remain one of the country's fastest-growing large metropolitan areas.

l
Switching to our financing activities, on December 21, Pinnacle West entered into a $150 million term loan facility
that matures in December 2020. The proceeds were used for general corporate purposes. In 2019, we expect to
issue up to $950 million of long-term debt at APS. Overall liquidity remains strong at the end of the fourth quarter.
Pinnacle West had $76 million in short-term debt outstanding and APS had no short-term borrowings outstanding.

A quick note on pension, the funded status of our pension remains healthy at 90% as of year-end 2018. This was
largely due to the continued success of our liability-driven investment strategy, which has helped mitigate risk to
our [ph] benefits plan (00:17:43) funded status.

Turning to our earnings guidance and financial outlook as shown on slide 7, we expect Pinnacle Wests
consolidated earnings for 2019 to be in the range of $4.75 to $4.95 per share. A complete list of key factors and
assumptions underlying our 2019 guidance is in the appendix to our slides.

We have extended our capital expenditures and rate base forecast through 2021 on slides 8 and 9. We anticipate
APS' capital investment to be around $1 .5 billion in 2021 driven by investments in clean energy infrastructure to
support our customer growth, and grid modernization.

In closing, 2018 was another great year for Pinnacle West. We delivered earnings at the top of our guidance
range and increased our dividend for the seventh straight year. 2019 is off to a great start with the announcement
of 950 megawatts of additional clean technology and growth in the West Valley. Our growth in clean energy
investments are just a couple of examples supporting our long-term rate base growth outlook of 6% to 7%.

This concludes our prepared remarks. I'll now turn the call back over to the operator for questions.
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QUESTION AND ANSWER SECTION

Operator: Thank you. The floor is now opened for questions. [Operator Instructions] We'II go first to Ali Agha
with SunTrust. Your line is open. And Ali your line is open. Please go ahead.

Ali Agha

Yes. Helio? Good morning.

Donald E. Brandt

Good morning, Ali.

Ali Agha

Can you hear me? Good morning.

Donald E. Brandt

Yes.

Ali Agha

Good. First question on this the Four Corners step increase, I thought originally that was to have happened by
the beginning of the year. Any reason for the delay in that and does that in any way impact your 2019 guidance
depending on when that does actually take place?I

E

Jeffrey B. Guldner

Yeah. Ali this is Jeff. So, the Recommended Opinion and Order is out on the SCR increase. It has not gone to
the Commission yet. Its possible that that could push out to when they're further into the rate audit. And so, that is
just underway right now and it doesn't have an impact on guidance.

James R. Hatfield

No, we're very comfortable with the guidance.

Ali Agha

So assuming this happens around May time period that should still be fine with the guidance?

FACTSET: cal l  st reet
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James R. Hatfield
Executi

Yes.

Ali Agha

Okay. Secondly on the rate base CAGR so if I just took the 2017 through 2021 numbers that you're showing us,
that CAGR is closer to 8%. So, just wanted to reconcile that with the 6% to 7% that you have on the same chart.
Fair to say that at least for the next three, four years, were running at a faster pace than that?

James R. Hatfield

That's - I would only add that your math is correct, but youre looking at one point in time and as you go past
beyond 2021, were comfortable with the 6% to 7%.

Ali Agha o
l see. And then, lastly, just on a funding note there's obviously a pretty big step-up in CapEx in 2021, 2019 and
2020 are pretty robust as well. So, can you just remind us of where the equity needs show in and when external
equity would be required to fund that and roughly how much - how should we be thinking about that for modeling
purposes?

James R. Hatfield

So, any equity we issue would not necessarily be for 2021 CapEx. but it would be more related to the capital
structure at APS and we will need to top that off at some point this year and if it is then in the form of equity it
would be a modest amount.I

Ali Agha

I see. So think about that sometime later this year?

James R. Hatfield

If we did anything, it would be later this year.

Ali Agha

Got it. Thank you.

Op er ato r : We'll move next to Julien Dumoulin-Smith with Bank of America Merrill Lynch.

Julien Dumoulin-Smith

Hey good morning. Can you hear me?
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James R. Hatfield

Yeah, Julien.

Julien Dumoulin-Smith

Hey. So perhaps on a - a little bit on Airs questions. First, let me start where he left off on the CapEx front. Can
you just elaborate a little bit, 2021 is obviously the first year of higher CapEx. You talk about this 2019 RFP of 260
megawatts. Is that the full amount reflected in 2021 and I just want to understand a little bit, and I acknowledge
we're early, on how the cadence of that RFP could play out in the subsequent years? And again under the
assumption that you own this, and the other little piece, if you could address it is we havent seen too many
storage projects and utility ownership yet how are you thinking about the dollar per kilowatt capital costs here,
right i.e. the number of hours, et cetera, the parameters, if you will?

James R. Hatfield
Offal

So, I think in terms of what we have announced to date, it's been a combination of PPA and ownership. As we
move forward we're more inclined to ownership, but the RFPs will dictate what we do as well as cost moving
forward.

Julien Dumoulin-Smith

l

Got it. Okay. Fair enough. But the 260 megawatts, is that fully baked into 2021 itself l mean is there some that
leads into 2022? And then separately I presume that you're assuming that you've got the 260 megawatts in your
outlook or is there some haircutting of that?

James R. Hatfield

We have in the outlook what is expected to incur by 2021 yes.

Julien Dumoulin-Smith

Got it. Okay. Excellent. And just to come back to the Four Corners side of the equation real quickly obviously
sales are oriented towards the summer Is there anything further in terms of like timeline here that would give the
ACC some need or requirement to kind of vote on that thing?

Jeffrey B. Guldner

No, not a requirement Julien. But yeah, it's - the rate audit right now is scheduled to go through May 3.

Julien Dumoulin-Smith .

Got it. Is there any reason to link one versus the other obviously, l mean they're separate and distinct in efforts
here?

FACTSET: call
1-877-FACTSET

s t r e e t
www.callstreet.com

1 0
Copyright ©2001-2019 FactSet CallStreet LLC

K-ACC00042
Page 10 of 17



(PNW)Pinnacle West Capital Corp. Q Corrected Transcript
22Feb-2019Q4 2018 Earnings Call

Jeffrey B. Guldner
1 1asidentAriz01

Y e a h . . .

Julien Dumoulin-Smith Q
There's no reason to think they're going to wait for that.

l

Jeffrey B. Guldner

They're separate right. But theyre - one of the things they're looking at is whether there was over earning in
2018.

James R. Hatfield

And we feel that once the Commissioners have the information in their hand they'II make an informed decision.

Julien Dumoulin-Smith

Got it. All right, excellent. l'II leave it there. Thank you very much.

Operator: WeII move next to lnsoo Kim with Goldman Sachs.
I
I

lnsoo  K i m

Thank you. Regarding the upsized weather-normalized, low growth assumption from 2019 to 2021 and l think my
understanding is that thats the impact of the distributed generation impacts coming off and maybe its some - the
less of the energy efficiency investments that should more align customer growth with low growth, especially on
the EE side. Have you seen - have you been seeing the effects of customer education to use more power at the
off-peak hours? lt seems like the l think upsized growth kind of depends on the changes in customer behavior on
usage.

James R. Hatfield

I would say thats an impact on really prices realized and consumed. I think what we saw was a very strong fourth
quarter with 0.3% growth and where we began to see the economic activity in the West Valley which is what
weve been talking about for a couple of years begin to come to fruition. I will say meter sets, which are a leading
indicator exceeded budget in January for the first time in a long time. So were seeing now the realization of this
economic activity happening.

lnsoo Kim
. Q

So that - when you look at the changes in customer growth outlook, that moderated down about 0.5% on average
annually but the low growth went up, so that would assume that the usage per customer whether it's retail or -
residential or commercial that is expected to pick up?
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Jeffrey B. Guldner

Thats correct.

Insole Kim

Got it. And then, in regards to the clean energy investments including storage, would that be needed to go
through a rate case for recovery or are there contemplations on potential mechanisms to cover the costs and earn
a return during the construction?

James R. Hatfield l

l

So the PPA construct would go through a procedure to get it into the PSA. What we rate base would be
recovered in normal course over time.

Insole Kim

Thorough a rate case, right?

l James R. Hatfield
I

.

Yeah.

Insole Kim

Understood. Thank you very much.

Donald E. Brandt

Thank you Insole.

Op er ato r : We'Il go next to Charles Fishman with Morningstar Research.

Charles Fishman
'Star

The questions I have are concerning slide 8, the capital expenditure and specifically, the new bar for 2021. is the
increase in clean generation is that - a little less than $200 million between 2021 and 2020, is that the expansion
of the battery program?

Donald E. Brandt
lief Exec

>sr Capitalcorp.

Yes. That would be battery...

FACTSFF: call street
1-877-FACTSET callstrwtcom

1 2
Copyright © 2001-2019 FactSet CalIStreet LLC

K-ACC00042
Page 12 of 17



c(PNW)Pinnacle West Capital Corp. Corrected Transcript
22-Feb-2019Q4 2018 Earnings Call

Charles Fishman
Analyst .

Okay.

Donald E. Brandt

...and as well as utility-scale solar.

Charles Fishman
l

i
Okay. And then that new distribution center in west Phoenix that you mentioned, where does that enter in on the
bars what year we're at?

James R. Hatfield

The activity for it has occurred some in 2018 and will occur in 2019 and 2020 and 2021, the infrastructure for the
West Valley will be ongoing.

Charles Fishman

Roughly, how much? I mean I envision that as a facility for your distribution trucks and people and things.

Daniel T. Froetscher

Oh, yeah.

Charles Fishman

Is that - am I picturing that correctly?

Daniel T. Froetscher

I
Il

Yeah. Charles this is Daniel Froetscher. Yes that is a facility to be used for predominantly our transmission and
distribution teams, it's located in the West Valley, sits on about an 88-acre parcel it's a multi-year build that will
total roughly $85 million to $90 million.

Charles Fishman

Got it. Okay, that's all I had. Thank you.

Operator: We'lI move next to Michael Weinstein with Credit Suisse.
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Michael Weinstein

Hi guys.

Donald E. Brandt

Hey Michael.

Michael Weinstein

Hey. So, the IRP the filing that's coming up in the spring, look how much more of the - how much more CapEx
can we expect to see or how much of an early indication is the 2021 bump in CapEx as to how this lRP is going
to be shaping up and how many more years of view do you think we'll get out of that at that point?

Daniel T. Froetscher

Michael this is Daniel Froetscher. I wouldn't correlate necessarily our preliminary IRP, which is due a little later
this year, through 2021 and beyond. We obviously haven't forecast the CapEx beyond 2021. l think the IRP will
foundationally serve as a forward-look shaping mechanism relative to our resource requirements and our desired
resource choices for additional capacity in energy.

Michael Weinstein

Got you. And are you getting any kind of indication from Commissioner Kennedy as to her desire for renewables
at this point, or she - l'm curious about what kind of talks you've had with the new Commissioners?

Jeffrey B. Guldner

I
I

Michael, this is Jeff. So, Commissioner Kennedy when she came on the bench indicated that she was going to
propose or was talking about a 50% renewable energy standard by 2028. And so, that's what we've heard from
her. Commissioner Tobin as you can recall has a proposal for an 80% clean standard. And so, we expect there
will be some dialog at the Commission around those various proposals.

Michael Weinstein

And you think that will be entering into the draft IRP?

Jeffrey B. Guldner

Well the IRP - so the IRP is going to certainly intersect that at some point. So it's a little hard to tell how exactly
all that's going to ultimately unfold. But obviously if you file an IRP and they're having some discussion around
those potential standards they're going to intersect.
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Michael Weinstein

Got you. Okay. Thank you.

Op er ato r : WeII go next to Paul Patterson with Glenrock Associates.

Paul Patterson

Good morning.

Donald E. Brandt

Good morning.

Paul Patterson
i

So I was wondering with this increase in retail sales, and I apologize if I missed this, when's the next time you
guys expect to go into for rate case?

James R. Hatfield

Right now, our expectation is to file June 1 of 2020.

Paul Patterson

Okay. And then with respect to the discussion around competition, what do you think is driving that? I mean, I
hear you guys' arguments on how it doesn't really work for most ratepayers. But what do you think is driving this
sort of - I'm old enough to remember when this first came up What do you think is causing this new interest in it?

Jeffrey B. Guldner
nnnu g Conn.

Paul, I think there is - certainly you saw in Nevada. There was a push there. Theres still discussions that I think
occur around the country periodically. lt has been a topic in Arizona kind of off and on for a while. We continue to
see the challenges as Don mentioned in his comments the legal framework here in Arizona is constitutionally
grounded. And so that makes it more challenging to implement something here. But again, the conversations in
terms of what are customers realizing in other states, what are the challenges being confronted in other states,
those are all good conversations to have and we'll share our viewpoints on that.

Paul Patterson

Okay. With respect to the battery and solar combination how should we think about sort of what that - how that
compares in terms of cost and flexibility to a gas plant? If such a comparison can be made, what kind of sort of
capacity value can we sort of - should we think about with the combination of these things do you follow me, if
there's any quantitative sort of number that you have around those?
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i

i

Daniel T. Froetscher

Paul, this is Daniel. I would simply say that coming off of our 2018 Request for Proposals we were pleasantly
surprised by the cost competitiveness of batteries in general obviously, have made some decisions then that as
an alternative to gas as a peaking capacity for the late afternoon through evening ramp that we experience from a
system standpoint, that battery storage charge by daytime solar generation for three to four-hour ramp windows in
that late afternoon or evening timeframe is a viable solution for our customers in our system.

Paul Patterson

Okay. And by viable, I mean without the environmental benefits and what have you, would you say it's higher
than what we'd see if you had a gas plant sort of thing working with solar, or I mean is there any - do you follow
what l'm saying l'm just trying to get sort of a picture as to how that - what that kind of means if you follow me?

Daniel T. Froetscher

Yeah. I would simply say, we found it to be quite cost competitive.

Paul Patterson

Okay. Okay, impressive. And then just finally back on the question about customer sales which really seem to -
your forecast has really bumped up without customer growth really changing. Is that the size of the customer that
- when you mentioned economic growth, could you just elaborate just a little bit further on that in terms of what
exactly - how that actually - is that just because there're larger customers that are coming on board, or the
customers that you have are going to be using a lot more electricity just sort of how should we think about that?

Daniel T. Froetscher

I think what you're seeing in the West Valley is a lot of a large commercial warehousing distribution data center.
So you're getting a different mix of customer in that customer growth as well.

Paul Patterson

Okay. Awesome. Thanks so much guys. Have a great weekend.

Donald E. Brandt

Thank you.

Operator: And with no other questions, lll turn the conference back to the speakers for closing remarks.

Stefanie Layton

Thank you for joining us today. That concludes our call.
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Operator: Ladies and gentlemen we thank you for your participation. You may disconnect your phone lines at
this time and have a great day.

i

l
I
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APS FOUNDATION, INC.

CERTIFICATE

I, DAVID FALCK, Secretary of the APS FOUNDATION, INC., an

Arizona non-profit corporation (the "Corporation"), do hereby certify that:

Attached hereto is a true, complete and correct copy of
the Articles of Incorporation of the APS FOUNDATION, INC.,
as they were restated on October 4, 1988 and further
amended on July 15, 2011, and that sa id Ar t ic les  o f
Incorporation are in full force and effect as of the date hereof.

IN WITNESS WHEREOF, I have hereunto set my hand as of this 16th

day of October, 2015.

/ /
r

Dav Falck
Corporate Secretary
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ARTICLES OF INCORPORATION

OFs APS FOUNDATION, INC.

(Restated as of October 4, 1988)

The undersigned persons of the age of eighteen

years or more, having associated themselves for the purpose

of forming a. nonprofit corporation under Title 10, Arizona

Revised Statutes, adopt the following Articles of Incorpora-

tion:

.

. ARTICLE I

The name of this corporation is APS Foundation,

Inc. , and its duration shall be perpetual.

. . ARTICLE II

"E84

i
(a) The character of business that the corpora-

tion initially intends actually to conduct in the state of

Arizona and the purposes for which the corporation is orga-

nized are exclusively:

. p

To receive and maintain a fund or funds of

real or personal property, or 'both, and, subject

to the restrictions and limitations hereinafter

set forth, to use and apply the whole or any part

of the income therefrom and the principal thereof

exclusively for charitable, religious, scientific,

testing for.public safety, literary, or educatioNal

purposes either directly or by contributions to

organizations that qualify as exempt organizations

. . . \M
.

6

a
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under section 501(c)(3) of the Internal Revenue

code of 1954 (the "Code") and the Regulations pro-

mulgated thereunder as they now exist or as they

may hereafter be amended.

(b) No part of the net earnings of the corpora-

tion shall inure to the benefit of any director, trustee,

officer of the corporation, or any private individual (ex-

cept that reasonable compensation may be paid for services

rendered to or for the corporation affecting one or more of

its purposes), and .no director, trustee, officer of the cor-

poration, or any private individual shall be entitled to

share iN the distribution of any of the corporate assets on

dissolution of the corporation. No substantial part of the

activities of the corporation shall be the carrying on of

propaganda, or otherwise attempting to influence legisla-

tion, and the corporation shall not participate in or intern

vene in (including the publication or distribution of state-

ments) any political campaign on behalf of any candidate

for public office. . .

(c) The corporation shall distribute its income

for each taxable year at such time and in such manner as not

taxto become subject to the on undistributed income imposed

by Section 4942 of the code or corresponding provisions of

»
any subsequeNt federal tax laws.

. (d) The corporation shall not engage in any. act

of self-dealing as defined in Section 4941(d) of the Code or

corresponding provisions of any subsequent federal tax laws.
.8pa

-2..
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(e) The corporation shall not retain any excess

business holdings as defined insection 4943(c) of the Code

or corresponding provisions of any subsequent federal tax

laws. . .

i

(f) The corporation shall not make any invest-

ments in such manner as to subject it to tax under Section

4944 of the Code or corresponding provisions of anysubse-

quent federal tax laws.

(9) The corporation shall not make any taxable

expenditures as .defined in Section 4945(d) of the Code
OI

correspondin§provisions of any subsequent federal tax laws.

(h) Notwithstanding any other provision of these

Articles of Incorporation, the corporation shall not conduct

or carry on any activities not permitted to be conducted or

carried on by an organization exempt under Section 501(c)(3)

of the Code and the Regulations promulgated thereunder as

they now exist or as they may hereafter .be amended, or by an

organization contributions to which are deductible under

Section 170(c)(2) of the Code and such Regulations as they

now exist or as they may hereafter be amended.

(i) Upon the dissolution of the corporation or

the winding up of its affairs, the assets of the corporation

shall be distributed exclusively ro charitable, religious,

scientific, testing for public safety, literary, or educa-

tional organizations which would then qualify under the pro-

visions of.section 50l(c)(3) of the Code and the Regulations

nu 1'
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promulgated thereunder as they now exist or as they may

hereafter be amended.
j 2 . =.

\

ARTICLE III

1
l
l

\
l

The address of the initial known place of business

Arizona

of the corporation is 411 North Central Avenue, phoenix.

85004.
The name and address of the initial statu-

tory agent of the corporation is:

General Investment Company
3100 Valley Bank Center
Phoenix, Arizona 85073

ARTICLE IV

1

power.

This corporation shall not have any members and

the directors of the corporation shall have sole voting

The number of directors constituting the initial"

board of directors of. the corporation

is four (4).pf* The. . . f # P  \

.e .*C
i

I

names and addresses of the persons who are~to serve as ini-

tial directors until the first annual election of directors

or until their successors are elected and shall qualify are:

Keith L. Turley
4601 East Solano Drive
Phoenix, Arizona 85018

4

. _

Henry B. Sargent, Jr.
2201 North Central Avenue
Phoenix, Arizona 85004

O. Mark DeMichele
734 west Maryland
Phoenix, Arizona

85013
Jerry P. Human
221 West Las Palmaritas Drive
Phoenix, Arizona . 85021

G§§=C
-4-
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The number of persons to serve on the board of

directors shall be fixed by the Bylaws. .

ARTICLE v

l

1
ll\

l

The territory in which the operations of the cor-

poration are principally to be conducted is the United

States of America and its territories and possessions, but

the operations of the corporation shall not be limited to

such territory..

ARTICLE VI

The name and address of each incorporator is:

Keith L. Turley
4601 East Solano Drive
Phoenix, Arizona 85018

Thomas J. Reilly
722 East Winter Drive
Phoenix, Arizona 8SO20

. LE

ARTICLE VII
The private property of the directors and officers

of this corporation shall be forever exempt from the debts

and obligations of the corporation.

. 4
ARTICLE VIII

These Articles of Incorporation may be amended and

this corporation may be dissolved by the vote of a majority

of the directors of the corporation; provided, however, that

Article II may be amended only to the extent that future

changes in the applicable provisions of the Code and Regula-

tions promulgated thereunder make such changes necessary or

desirable in order for this
corporation to preserve its

. » .

w .  "'Q
-5-
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section 501(c)(3) of the
as they now exist

status as an exempt organization under
Code and Regulations promulgated thereunder,
or as they may hereafter be amended.

ARTICLE IX

O

A director o f the corporation shal l not be personal ly
l iable to the corporat ion or its members for monetary damages
for .breach o f fiduciary duty aS a director, excep t for
llablllty for any of the following:

loyalty to(a) any breach of the director's duty of
the corporation or its members ,

9(b). acts or omissions which are not in good faith or
which involve intentional misconduct or a knowing
violat ion of law,

l

l

l
i

Wof Arizona Revised Statutes Section(c) a violation
10-1026.

the director derived(d) any transaction from which
an improper personal benefit, or

of Arizona Revised Statutes Section(e) a violation
10-1091.

I

I f the Arizona General Corporation Law is amended after
the date of these Articles of Incorporation to authorize
corporate action further eliminating or limiting the personal
l i ab i l i t y of directors, the l i ab i l i t y of a director of the
corporation shall be eliminated or limited to the fu l l extent
permitted by the Arizona General Corporation Law, as amended.

Any repeal or modification of this Article IX shall not
increase the personal l iabil i ty of any director of . the
corporation for any act or occurrence taking place prior to
such .repeal or modification or otherwise adversely affect any
right or protection of a director of the corporation existing
at the t ime of such repeal or modification.

I
The provisions of this Ar ticle I X shal l not b e deemed t o

l im i t or preclude indemnification of a director by the
corporation for any liability of a director which has not been
eliminated by the provisions of this Art icle IX.

_6_
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ARTICLE x.=I!: . : . :y

The corporation may indemnify any and. all of its directors
and officers, or former directors and officers, against
expenses incurred by them, including legal fees, or judgments
or penalties rendered or levied against any such person in a
legal action brought against any such person for actions or
omissions alleged to have been committed by any such person
while acting within the scope of his or her employment as a
director or officer of the corporation, provided that the
Board o f Directors shall determine in good f aith that such
person did not act, fail to act, or refuse to act willfully.or
with gross negligence or with fraudulent or criminal intent in
regard to the matter involved in the action or omission.

.

Keith L. Tulley

.

Thomas J. Reilly

.

I

l

s
_7..
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Anne la, Section (a) at the Articles of Incorporation is hereby amended to reed as

fdl0w$:

and, subject to the resuicdons and limitations

(a) The character cl business that the corporation intends actually to
eunductlnl'he sumo# Arizonaandthopurpoessiorwhich rheoorporationis
organized are exnluslvdy: To naedve and maintain a fund a Nrnds of' rear or
personal nreneffy. or born,
hereinafter set ism, to use and apdy the whole or any pan or the k\come
therefrom and hr pf f fwfpal thereof  Mcluslvsly for wmanre. rengrous,
eclendflc. testing for Ddbllc sewiely, literary, or educational purposes either
d i re c t l y  o rb ye o nhib ud e ns no o rg e nlze t io ns the tq rud l l yaae xe m p t
orgranizetlons under Section 501(c)(3) at the Internal Revenue Code of 1986,
as amended (the "Code'), or to eovemmsntal units described In seeuon
170(c)(1) of the Code.
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BYLAWS

OF

APS FOUNDATION, INC.
1
i

l
l(Amended and Restated as of November 16, 2012)

I. REFERENCES; SENIORITY

1.01. References. Any reference herein made to Law will be deemed to
refer to the applicable provision or provisions of Title 10, Arizona Revised Statutes (or
its successor), as at any given time in effect. Any reference herein made to the Articles
of Incorporation (the "Articles") of the APS Foundation, Inc. (the "Corporation") will be
deemed to refer to the applicable provision or provisions of the Articles, and all
amendments thereto, as at any given time on file with the Arizona Corporation
Commission (or any successor having similar authority over the Corporation).

1.02. Seniority. The Law and the Articles (in that order of precedence)
will in all respects be considered senior and superior to these Bylaws, with any
inconsistency to be resolved in favor of the Law and the Articles (in that order of
precedence).

II. BOARD OF DIRECTORS

:
2.01. Membership. The Board of Directors shall consist or not less than

three (3) nor more than ten (10) directors. Within such limits, the Board of Directors will
have the power to increase or decrease its size. Any director of the Corporation may
resign at any time by giving written notice thereof to the secretary on behalf of the
Corporation, the Chairman of the Board or to the Board of Directors of the Corporation.
Such resignation shall take effect at the time specified therefor and, unless otherwise
specified with respect thereto, the acceptance of such resignation shall not be
necessary to make it effective.

2.02. Quorum. Votinq. A majority of the number of directors in office
shall constitute a quorum for the transaction of business at any meeting of the Board of
Directors, and, if a quorum is present when a meeting is convened, the quorum will be
deemed to exist until the meeting is adjourned notwithstanding the departure of one or
more directors. The act of a majority of the directors present at a meeting at which a
quorum is present shall be the act of the Board of Directors, unless the act of a greater
number is required by Law or these Bylaws. Each member of the Board of Directors,
including the director presiding at the meeting of the Board of Directors, shall be entitled
to one vote. In the case of equality of votes, the director presiding at the meeting will
have an additional or deciding vote.

2.03. Nomination and Election. The nomination and election of directors
shall take place at the annual meeting of the directors and shall be by voice vote (or by

KACC00046
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I

i

i

ballot vote if demanded) cast by the directors holding office at the time of the annual
meeting. A nominee receiving the votes of a majority of the Board of Directors shall be
elected to the board. The term of the directors shall end on the date of the next annual
meeting or on such later date as the director's successors are elected and qualify.

2.04. Removal. A director may be removed, with or without cause, by the
vote of a majority of the directors present at a meeting of the Board of Directors at which
a quorum is present.

i

l

l

l

\
l
l

2.05. Vacancy. Any vacancy occurring in the Board of Directors shall be
filled by the vote of a majority of the remaining directors though less than a quorum or
by a sole remaining director. A director appointed to fill a vacancy occurring in the
Board of Directors shall be appointed for the unexpired term of his or her predecessor in
office.

2.06. Reqular Meetinqs. A regular  annual meeting of  the Board of
Directors shall be held on a date designated by the Board of Directors for the purpose of
electing directors and officers and for the transaction of such other business as may
come before the meeting. The annual meeting shall be in the place and at the time
specified in the notice of said meeting. Regular meetings, other than the annual ones,
may be held at regular intervals at such times and places as the Board of Directors may
provide.

2.07. Special Meetings. Special meetings of the Board of Directors may
be called by the Chairman of the Board or at the request of any number of directors
which would be required to constitute a quorum, and shall be held at such place and
time as the person or persons calling such meeting shall specify.

I

2.08. Notice. Notice of the time and place (but not necessarily the
purpose or all of the purposes) of the annual meetings and any special meeting will be
given to each director in person or by telephone, or via mail, facsimile, electronic mail or
other electronic transmission addressed in the manner appearing on the Corporation's
records. Notice will be deemed given sufficiently in advance when: (i) if given by mail,
the same is deposited in the United States mail at least four days before the meeting
date, with postage thereon prepaid; (ii) if given by facsimile, electronic mail or other
electronic transmission, the same is transmitted to the director at least 24 hours prior to
the convening of the meeting, or (iii) if personally delivered, the same is handed, or the
substance thereof is communicated over the telephone to the director at least 24 hours
prior to the convening of the meeting. Any such notice may be waived as provided by
Law. No call or notice of a meeting of directors will be necessary if each of them waives
the same in writing or by attendance as aforesaid. Any meeting, once properly called
and noticed (or as to which call and notice have been waived as aforesaid) and at which
a quorum is formed, may be adjourned to another time and place by a majority of those
in attendance.

2.09. Compensation. Directors shall serve as such without salary.
Notwithstanding the foregoing, a director may be reimbursed for reasonable expenses,
if any, incurred in performing the director's official duties.

2
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2.10. Action by Telephone or Consent. Any regular or special meeting of
the Board of Directors or any committee thereof may be held by conference telephone
or  s imi lar  communications  equipment that a llows a ll direc tors  par tic ipating to
simultaneously hear each other during the meeting, in which case any required notice of
such meeting may generally describe the arrangements (rather than the place) for the
holding thereof, and all other provisions herein contained or referred to will apply to
such meeting as though it were physically held at a single place. Action may also be
taken by the Board of Directors or any committee thereof without a meeting if  the
members thereof consent in writing thereto as contemplated by Law.

2.11. Chairman of  the Board. The Board of  Directors shall elect a
Chairman of the Board, who will preside at all meetings of the directors at which he or
she is present and be vested with such other powers and duties as the Board of
Directors may from time to time delegate to him.

l l l  COMMITTEES

3.01. Establishment. The Board of Directors may establish by resolution
such committees as it deems necessary or appropriate to carry out the purposes of the
Corporation, subject to any restrictions or limitations set by Law. The Chairman of the
Board shall appoint the members of all committees.

3.02. Quorum. Votinq. A majority of the members of a committee shall
constitute a quorum and any transaction of a committee shall require a majority vote of
the quorum present at any meeting. Each member of a committee, including the person
presiding at the meeting, shall be entitled to one vote.

3.03. Removal/Vacancy. The Chairman of the Board may remove at any
time with or without cause, a member or members of any committee and may fill any
vacancy for the remainder of the vacant term.

3.04. Notice. Reports. Members of committees shall meet at the call of
the chairman of  such committee at such place as he or she shall designate af ter
reasonable notice to each member of the committee. Each committee shall keep
minutes of its proceedings and make a report to the Board of Directors of its action
within a reasonable time subsequent to the meeting.

IV. OFFICERS

4.01. Elections. The Board of Directors shall elect a secretary and a
treasurer, and may, at their discretion, elect one or more additional off icers of the
Corporation, including but not limited to a president or vice-presidents. The officers of
the Corporation shall exercise such powers and duties as the Board of Directors may
from time to time delegate to such officers. The officers of the Corporation shall be
elected annually by the Board of  Directors at the annual meeting of  the Board of
Directors, but elections of officers may also be held at any other meeting of the Board of
Directors. Each officer shall hold office until his or her successor shall have been duly

3
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elected and accepted office, or until his or her death, or until he or she shall resign or
shall have been removed in the manner hereinafter provided. Any two or more offices
may be held by the same person.

4.02. Resiqnation/Removal. Any officer elected by the Board of Directors
may be removed with or without cause by the vote of a majority of the directors present
at a meeting of the Board of Directors at which a quorum is present. Any officer may
resign at any time by delivering written notice to the secretary of the Corporation.

l

l

4.03. Vacancy. A vacancy in any office due to death, resignation,
removal, disqualification or other cause may be filled by the vote of a majority of the
directors present at a meeting of the Board of Directors at which a quorum is present for
the unexpired portion of the term.

4.04. Salaries. Officers shall serve without salary except as otherwise
approved by the Board of Directors. Notwithstanding the foregoing, an officer may be
reimbursed for reasonable expenses, if any, incurred in performing the officer's official
duties.

4.05 Appointments. Any duly appointed officer under this Section may
appoint one or more assistant officers with the approval of the Chairman of the Board.

v. EMPLOYEES

5.01. Employment. The Board of Directors may establish such positions
of employment as it deems desirable from time to time and shall fix the salaries, if any,
for such positions.

VI. GIFTS

I

|

I

6.01. Receipt and Acceptance. The only gifts which shall be accepted by
the Corporation shall be those made by APS. Such gifts shall vest in the Corporation
upon receipt and acceptance by it, as signified by an officer of the Corporation. Receipt
and acceptance of a negotiable instrument shall be evidenced by the Corporation's
endorsement thereon.

VII. AFFILIATIONS

7.01. Disclosure. The members of the Board of Directors shall disclose
the fact that they are associated or related to organizations or persons to whom the
Corporation makes distributions and disbursements. Such disclosures shall be made at
least once a year upon the request of the secretary. If such a disclosure is made at a
meeting of the Board of Directors or a committee established by the Board of Directors,
it shall be entered in the minutes of such meeting in which such disclosure is made. If
such disclosure is not made at a meeting, it shall be made in writing and filed with the
records of the Corporation.

4
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VIII. SEAL

I
I8.01. Form Thereof. The Board of Directors may, at its option, establish

a seal of the Corporation from time to time.

IX. INDEMNIFICATION

9.01. Implementation of Authority to Indemnify. In order  to induce
qualified persons to serve the Corporation (and any other corporation, joint venture,
partnership, trust or other enterprise at the request of the Corporation) as directors and
officers, the Corporation will indemnify such persons to the fullest extent permitted by
Law as it presently exists or may hereafter be amended .

x. AMENDMENTS

10.01. Procedure. These Bylaws of the Corporation may be amended,
supplemented, repealed or temporarily or permanently suspended, in whole or in part,
or new bylaws may be adopted by the vote of a majority of the directors in office at any
meeting of the Board of Directors.

5
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PI1\\lACLE\VEST
8

i

CAPilAL DGRPORATIUN

DIRECTORS

Kathryn L. Munro
Bruce J. Nordstrom
Paula J. Sims
James E. Trevathan
David P. Wage fer

Donald E. Brandt
Denis A. Cortese
Richard p. Fox
Michael L. Gallagher
Dale E. Klein
Humberto S. Lopez

OFFICERS

l

Robert S. Aiken
Donald E. Brandt
Denise R. Danner
Jeffrey B. Guldner
James R. Hatfield
Lee R. Nickloy
Bob Smith
Diane Wood

Vice President, Federal Affairs
Chairman of the Board, President and Chief Executive Officer
Vice President Controller and Chief Accounting Officer
Executive Vice President Public Policy
Executive Vice President and Chief Financial Officer
Vice President and Treasurer
Senior Vice President and General Counsel

Associate General Counsel andAssistant Vice President,
Corporate Secretary
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l

Responses to these written requests can be found in the
pleading.
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l

l
Political Participation Policy

l

l

3
lFebruary  2016

PURPOSE1 .

1.1 Pinnacle West Capital Corporation ("Pinnacle West" or "the Company") participates in the

democratic process to advance our longterm business interests and the interests of our

customers, employees, communities and shareholders. We believe that broad political

participation contributes to a strong democracy, promotes good government and encourages

sound policymaking.

1.1.1. Our company's principal subsidiary, Arizona Public Service Company ("APS") has the

responsibility to provide customers in our service territory with safe, reliable and affordable

electricity. Because Pinnacle west and APS participate in a wide range of business activities to

fulfill this responsibility, policy decisions at the federal, state and local levels can have

profound impacts on virtually all aspects of our business.

1.1.2 Our experience and expertise gives us an informed perspective on how public policy

can affect our company, our customers and Arizona's energy future. We have a

responsibility to our customers, employees, communities and shareholders to participate in

the political process, when appropriate, so that our perspectives are heard and so that we

can develop productive working relationships with governmental decision-makers.

l 1.2 The purpose of this policy is to promote compliance with all applicable federal, state and

local laws, rules, and regulations surrounding political contributions by Pinnacle West in a

manner consistent with our values.

2. POLICY STATEMENTS

2.1. As one of the largest and longest-serving local businesses in Arizona, Pinnacle West takes

its commitment to corporate citizenship seriously. Being a good corporate citizen includes

being informed about issues, encouraging our employees to volunteer and participate in their

communities, speaking publicly about the issues of the day, sponsoring a political action

committee and, where permitted by law, considering the contribution of corporate funds to

political candidates, political parties and organizations that engage in political activity.

2.2 Many factors guide our political contribution decisions. In general, we support candidates

and organizations that share an interest in public policy that furthers our business objectives

and promotes our mission of creating a sustainable energy future for Arizona. The

Page 1 of 5
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Company's contribution decisions are based on what is in the best interests of Pinnacle

West and not based on the personal preference of our executives.

i
2.3 We do not make corporate contributions to political candidates or office holders where

prohibited by law. No political contribution will be given in anticipation of, in recognition of,

or in return for any off icial act.

2.4 We contribute to entities organized and operating under section 527 of the Internal

Revenue Code (tax exempt organizations that engage in political activities). We also make

contributions to non-profit groups that are organized and operated to promote social

welfare. These groups may also engage in political activities, so long as such activities do

not become their primary purpose.

2.5 We participate in federal, state, and local issues through membership in trade

associations, which we join to represent various business and industry interests. In

addition, we actively promote the economic health of the jurisdictions we serve through our

activities with chambers of commerce. Depending on their roles, these organizations may

be subject to lobbyist registration and disclosure reporting obligations, with their reports

being made available to the public by the federal and state agencies overseeing lobbying

activities.

2.6 The Company discloses all political contributions as required by law. We provide a

voluntary annual report of contributions made to organizations operating under section 527

of the Internal Revenue Code. We also provide a voluntary annual report of the portion of

our trade association dues used for lobbying purposes, when those groups provide that

information to us.

2.7 Our decision to support an organization may be guided by a shared view on a specific

issue, or may reflect a more general agreement on public policy. Pinnacle West may not

always agree with political positions taken by such organizations, however, on balance, the

Company believes when it makes a contribution to such organizations that it receives more

benefit than detriment.

2.8 Pinnacle West encourages its employees to be active members of their communities.

Along with participation in civic, charitable and volunteer activities, this includes

participation in the political process. All eligible employees of Pinnacle West may make

voluntary contributions to the Pinnacle West Political Action Committee ("PNWPAC"). The

PNWPAC is a voluntary, nonprofit, non-partisan political association created to provide an

easy and effective means for eligible employees to become politically involved on behalf of

the Company and support candidates for federal, state and local office.

Page 2 of 5
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2.8.1 Federal law permits lawful administrative support of PNWPAC from Pinnacle

West. PNWPAC provides timely, complete and accurate disclosure of its political

contributions as required by law.

2.9 Pinnacle West encourages employees to participate in the political process personally by

voting and by supporting candidates of their choosing. Such participation is not in the

Company's name or on its behalf. Employees will not be reimbursed for personal political

contributions or expenses, either directly or through compensation increases.

i

2.10. Some Pinnacle West employees choose to serve their communities by holding public

office. We encourage these employees and appreciate their public spirit. Employees of

Pinnacle West who wish to campaign for, or serve in, public office must first notify their

supervisor and the Senior Vice President of Public Policy.

i

2.10.1 Employees are not permitted to campaign on work time, nor can they use

company resources to further their campaigns. Employees must clearly communicate

that they are acting as private individuals, that their views are their own, and that they

are not representing or endorsed by the Company.

2102 Employees who hold public office must recuse themselves from matters directly

involving Pinnacle West. If an employee in public office is uncertain whether an issue

directly affects Pinnacle West, he or she should contact the Senior Vice President of

Public Policy.

OVERSIGHT3.

I

3.1. During the first quarter of each calendar year management reviews with the Corporate

Governance Committee its governmental affairs strategies for the year, including the policies

and priorities for the Company's political expenditure and lobbying activities expected to be

undertaken in furtherance of such strategies. During the year, management periodically

reports to the Corporate Governance Committee on the progress of the Company's strategy,

including any significant activities not encompassed within the initial strategy discussion. At

each Board meeting the Corporate Governance Committee provides a summary to the Board

of the matters discussed at its meetings. In addition, as part of its reporting responsibilities

to the Board after year-end, management summarizes the actions taken in furtherance of its

governmental affairs strategy during the year. At least annually, the Corporate Governance

Committee reviews this policy and recommends to the Board any revisions it deems

necessary. Our Board's oversight of our governmental affairs strategy ensures compliance

with applicable law and alignment with our policies and Code of Ethics and Business

Practices.
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32 Corporate contribution decisions are made primarily by our Vice President, Federal Affairs

and Vice President, State and Local Affairs, based on the guidelines and objectives described

in this policy and the strategy reviewed with the Corporate Governance Committee of our

Board. These executives typically receive input from other members of our senior

management team, including our Chief Executive Officer.

33. The PNWPAC is directed by a board comprised solely of employees, which makes and

approves all decisions regarding political contributions and budget. Potential contributions to

candidates and/or political committees are reviewed by a five-member PNWPAC executive

committee, which makes recommendations for contributions to be considered by the

PNWPAC board of directors. The articles of organization of the PNWPAC can be found

her e.

4. RELATED DOCUMENTS AND LINKS

4.1. Here is a list of Company contributions made in 2015 to section 527 organizations equal

to or in excess of $25,000.

ContributionOrganization

$50,000Arizona Democratic Party

$110,000Arizona Republican Party

Dodie Londen Series $25,000

Democratic Attorneys General Association $25,000

Republican Governor's Association $50,000

Senate Leadership Fund $30,000

4.2. Here is a list of Company payments made in 2015 to trade associations used for

lobbying-reiated activities.

ContributionOrganization

Edison Electric Institute $132,150

$81,299Nuclear Energy Institute

U.S. Chamber of Commerce $2,000

Page 4 of 5
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Greater Phoenix Chamber of Commerce $11,250

Arizona Chamber of Commerce $42,728

$5,670Electric Drive Transportation Association

New Mexico Utilities Shareholders Alliance $3,960

4.3. Contributions to federal elections may be found on the Federal Elections Commission

website atwww.fec.gov .

4.4. Contributions to Arizona state and local elections can be found on the Arizona Secretary

of State's website at www.azsos.gov /election.

4.5 Reports on the Company's federal lobbying activity can be found on the websites of the

U.S. House of Representatives at www.house.gov and the U.S. Senate at

www.senate.gov .
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Polltlcal Participation policy
Pinnacle West Capital Corporation

January 2017

1. PURPOSE

1.1. Pinnacle West Capital Corporation ("Plnnacle West", We" or "the Company")
partldpates in the democratic process to advance our long-term business
interests and the interests of our customers, communities and shareholders. We
believe that broad political participation contributes to a strong democracy,
promotes good government and encourages sound policymaking.

I

1.1.1. Our company's principal subsidiary, Arizona Public Senvlce Company
("APS") has the responsibility to provide customers in our sen/ice territory
with safe, reliable and affordable electricity. Because Pinnacle West and
APS participate in a wide range of business activities to fulfill this
responsibility, policy decisions at the federal, state and local levels can
have profound impacts on virtually all aspects of our business.

1.1.2. Our experience and expertise give us an informed perspective on how
public policy can affect our company, our customers, our communities,
and Arlzona's energy future. We have a responsibility to our customers,
communities and shareholders to participate In the political process, when
appropriate, so that our perspectives are heard and so that we can
develop productive workfng relationships with governmental decision-
makers.

1.2. The purpose of this Policy is to promote compliance with all applicable federal,
state and local laws, rules, and regulations surrounding political contributions by
pinnacle West in a manner consistent with our values. This Policy also describes
our decision-making and oversight processes for political spending and for
reporting of political contributions, in which processes both management and our
Board of Directors play important roles.

KACC00049
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2. POLICY STATEMENTS

2.1. As one of the largest and longest-servlng local businesses in Arizona, Pinnacle
West takes its commitment to corporate citizenship seriously. Being a good
corporate citizen may Include being Informed about issues, encouraging our
employees to volunteer and partfclpate In their communities, speaking publicly
about the issues of the day, sponsoring a political action committee and, where
permitted by law, considering the contribution of corporate funds to political
candidates, political parties, political action committees, and organizations that
engage In political activities. These activities may also include independent
expenditures, or the sponsoring of a political action committee that engages in
Independent expenditures, in relation to elections of candidates to ounce, get
out-the-vote efforts, and ballot initiatives and referenda. In general, a political
expenditure is independent when it is not made in cooperation, consultation, or
at the request or suggestion of a candidate, a candidate's agent or authorized
political committee, or a political party.

2.2. Many factors guide our political contribution decisions. In general, we may
support candidates and organizations that share an interest in public polis' that
furthers our business objectives and promotes our mission of creating a
sustainable energy future for Arizona. The Company's contribution decisions are
based on what Is in the best Interests of Pinnacle West and not based on the
personal preferences of our executives.

2.3. We do not make corporate contributions to political candidates or office holders
where prohibited by law. Arizona law prohibits companies from making political
contributions to candidates for Arizona offices. Under no circumstances will any
political contribution be given in anticipation of, in recognition of, or in return for
any official act.

2.4. we may contribute to entitles organized and operating under section 527 of the
Internal Revenue Code. These organizations are established primarily for the
purpose of influencing the outcome of elections of candidates for public office.
We may also use corporate funds to make independent expenditures or to
contribute to organizations engaged in lobbying or political campaign activity or
that make independent expenditures at the federal, state or local level, as
permitted by law.
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2.5. Pinnacle West may directly sponsor a registered political action committee that

engages In Independent expenditures concerning specific candidates, initiatives,

or referenda. Pinnacle West is committed to ensuring that any separate

sponsored political action committee meets or exceeds any reporting

requirements to the various governmental agencies that collect contribution and

expenditure data .
i

l

2.6. l

l

l

l

pinnacle West may participate in federal, state, and local issues through

membership in trade associations, which we join to represent various business

and industry interests. In addition, we actively promote the economic health of

the jurisdictions we serve through our activities with chambers of commerce.

Pinnacle West supports many charitable and non-profit organizations that

support a variety of community and educational endeavors. These organizations,

in turn, are at times actively involved in promoting social welfare missions to our
elected leaders. Depending on their roles, any of these organizations may be

subject to lobbyist registration and disclosure reporting obligations, with their

reports made public by federal and state agencies overseeing lobbying activities.

2.7. Pinnacle West discloses its political contributions as required by law. In addition,

we will provide a voluntary annual report of contributions subject to this Policy as

set forth in Section 5 below. The report will be posted to our website as part of

this Polio/ not later than March 1 of the succeeding calendar year. We expect

those organfzations in which we are members or to whom we provide

contributions to meet their own obligations to report the Company'$ contribution

to the appropriate government authorities.

3. THE PINNACLE WEST POLITICAL ACTION COMMITTEE

3.1.
i

Pinnacle West encourages its employees to be active members of their

communities. Along with participation in civic, charitable and volunteer activities,

this includes participation in the political process. All eligible employees of

Pinnacle West may make voluntary contributions to the Plnnade West Political

Action Committee ("PNWPAC"). The PNWPAC is a voluntary, nonprofit, non-

partisan political assoclatfon sponsored by Pinnacle West to provide an easy and

effective means for eligible employees to become politically involved if they wish

to do so.
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Page 9 of 19



l
i

Page 4 of 7

3.2.

i

lThe PNWPAC is directed by a board comprised solely of employees, which makes

and approves all decisions regarding political contributions and budget. Potential

contributions are reviewed by a five-member PNWPAC executive committee,

which makes recommendations for contributions to be considered by the

PNWPAC board. The articles of organization of the PNWPAC can be found l8;_e.

Applicable law permits administrative support of PNWPAC from Pinnacle West.

PNWPAC provides timely disclosure of its political contributions as required by

law. .

3.3. Pinnacle West encourages employees to participate in the political process

personally by voting and by supporting candidates of their choosing. Such

participation is not in the Company's name or on its behalf. Employees will not

be reimbursed for personal political contributions or expenses, either directly,

through compensation increases, or otherwise.

3.4.

I

Some Pinnacle West employees choose to sen/e their communities by holding

public office. We encourage these employees and appreciate their spirit of public

service. Employees of pinnacle West who wish to campaign for, or serve in,

public office must First notify their supervisor and the Senior Vice President of

Pubflc policy.

3.4.1. Employees are not permitted to campaign on work time; nor can they use

company resources to further theft campaigns. Employees must clearly

communicate that they are acting as private individuals, that their views

are their own, and that they are not representing or endorsed by the

Company.

3.4.2. Employees who hold public off ice must recuse themselves from matters

directly involving Pinnacle West. If an employee in public off ice Is

uncertain whether an issue directly affects Pinnacle West, he or she

should contact the Senior Vice President of Public Policy.

4. OVERSIGHT

4.1. Corporate contribution decisions are made primarily by our Vice President,

Federal Affairs, and Vfce Presldent, State and Local Affalrs, based on the

guidelines and objectives described in this Policy. Weseexecutlves typically

receive input from other members of our senior management team, including our

Chief Executive Officer.
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4.2. During the first quarter of each calendar year management reviews with the
Corporate Governance Committee of the Board of Directors its anticipated
governmental affairs strategies for the year, including the priorities for the
Company's political expenditure and lobbying activities. During the year,
management periodically reports to the Corporate Governance Committee on the
progress of the Company's strategy, including any significant activities not
encompassed within the initial strategy discussion. Following each of its
meetings, the Corporate Governance Committee provides a summary to the
Board of the matters involving political activities, which were discussed at the
meeting. In addition, as part of its reporting responsibilities tO the Board after
year-end, management summarfzes the actions taken in furtherance of its
governmental affairs strategies during the year.

4.3.

I

At least annually, the Corporate Governance Committee reviews this Policy and
recommends to the Board any revisions it deems necessary. Our Board's
oversight of our governmental affairs strategy ensures compliance with
applicable law and alignment with our policies and Code of Ethics and Business
Practices.

5. ANNUAL REPORT OF POLITICAL CONTRIBUTIONS

5.1. In 2016, Pinnacle West made the following contributions to political parties,
political action committees, candidates for political office and other entities
organized and operating under section 527 of the Internal Revenue Code:

Organization Contribution

AZ GOP (Arizona Republican Party)
A2 Democratic Party
AZ GOP victory (Arizona Republican Party)
Dodle Londen
Emerge
Let's Grow Virginia PAC
Common Good, VA PAC
AZ House Victory PAC
AZ Senate Victory PAC

Momlng in Nevada PAC
National LT Governors Association
Senate Republican Leadership Fund

$175,000
$60,000

$410,000
$25,000
$10,000
$6,000
$5,000
$5,000
$5,000
$2,500

$10,000
$15,000
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5.2. In 2016, Plnnade West made the following payments to trade associations that
may have been used for lobbying-related or other political activities as reposed
to us by the trade associations. These amounts are not permitted to be deducted
as ordinary and necessary business expenses under the Internal Revenue Code

organization Non-Deductible
Portion of

Dues/payments

American Legislative Exchange Council

Edison Electric Institute

Nuclear Energy Institute

Arizona Tax Research Association

$10,000
$132,150
$17,306
$10,617

5.3

$400,000
$4,130,500

$100,000
$75,000
$50,000

In 2016, Pinnacle West made the following payments to entities organized under
senor 501(c)(3) or 501(c)(4) of the Internal Revenue Code which may have
used some of the proceeds for independent political expenditures, including but
not limited to ballot initiatives, or lobbying-related or political campaign activities,
as permitted by law:'

Or g an izat io n

Arlzona Cattle Feeders Association

Market Freedom Alliance

Expect More Arlzona

Republican Governor's Association

Arizona Free Enterprise Club

5.4 In 2016, pinnacle west made the following Independent political expenditures
either directly or In support of an independent expenditure political action
committee sponsored by the Company:

Or g an izat io n

Arizona Coalition for Reliable Electricity

Arizonans for Responsible Drug Policy

Arizona Grassroots Action PAC

Yes on Prop 493

$4,175,000
$10,000

$550,000
$2,500

I In addition, pinnacle West made a postelection contribution of $5,000 to Trump for America, a
501(c)(4) supporting the Presidential transition team, but which was not engaged in ballot initiatives,
lobbying-related or political campaign activities otherwise discussed In this section.

z 501(C)[5].
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6. LINKS TO OFFICIAL REPORTS

6.1.

l

l
i
l
l1

Contributions to federal elections may be found on the Federal Elections
Commission website at f i  de sh I.

6.2.
h . z .owl n m a .-

Contributions to Arizona state and local elections can be found on the Arizona
Secretary of State's website at
Mgnggiegggmg and the Citizens Clean Elections Commission website at

rhtt : www.c ec.sta e.az. s  n

6.3. Reports on the Company's federal lobbying activity can be found on the websites
of the U.S. House of Representatives at

and the U.S. Senate at' lerk.ho se. ov ublic disc fin nciaI.as x
. enate. ov je islative lobb in disc.htm#lobb in disc=lda

II
l

KACC00049
Page 13 of 19



Pinnacle West Capital Corporation
Political Participation Policy
June 2018

1. PURPOSE

l

1.1. Pinnacle West Capital Corporation ("Pinnacle West", "we" or "the Company")

participates in the democratic process to advance our long-term business interests and the

interests of our customers, communities and shareholders. We believe that broad political

participation contributes to a strong democracy, promotes good government and

encourages sound policymaking.

1.1.1. Our company's principal subsidiary, Arizona Public Service Company ("APS") has

the responsibility to provide customers in our service territory with safe, reliable and

affordable electricity. Because Pinnacle West and APS participate in a wide range of

business activities to fulfill this responsibility, policy decisions at the federal, state and

local levels can have profound impacts on virtually all aspects of our business.

1.1.2. Our experience and expertise give us an informed perspective on how public

policy can affect our company, our customers, our communities, and Arizona's energy

future. We have a responsibility to our customers, communities and shareholders to

participate in the political process, when appropriate, so that our perspectives are

heard and so that we car develop productive working relationships with governmental

decision-makers.

1.2. The purpose of this Policy is to promote compliance with all applicable federal, state

and local laws, rules, and regulations surrounding political contributions by Pinnacle West

in a manner consistent with our values. This Policy also describes our decision-making and

oversight processes for political spending and for reporting of political contributions, in

which processes both management and our Board of Directors play important roles.

2. POLICY STATEMENTS

2.1. As one of the largest and longest-serving local businesses in Arizona, pinnacle West

takes its commitment to corporate citizenship seriously. Being a good corporate citizen

KACC00049
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may include being informed about issues, encouraging our employees to volunteer and

participate in their communities, speaking publicly about the issues of the day, sponsoring

a political action committee and, where permitted by law, considering the contribution of

corporate funds to political candidates, political parties, political action committees, and

organizations that engage in political activities. These activities may also include

independent expenditures, or the sponsoring of a political action committee that engages

in independent expenditures, in relation to elections of candidates to office, get-out-the-

vote efforts, and ballot initiatives and referenda. In general, a political expenditure is

independent when it is not made in cooperation, consultation, or at the request or

suggestion of a candidate, a candidate's agent or authorized political committee, or a

political party

2.2. Many factors guide our political contribution decisions. In general, we may support

candidates and organizations that share an interest in public policy that furthers our

business objectives and promotes our mission of creating a sustainable energy future for

Arizona. The Company's contribution decisions are based on what is in the best interests of

Pinnacle West and not based on the personal preferences of our executives.

2.3. We do not make corporate contributions to political candidates or office holders where

prohibited by law. Arizona law prohibits companies from making political contributions to

candidates for Arizona offices. Under no circumstances will any political contribution be

given in anticipation of, in recognition of, or in return for any official act.

2.4. We may contribute to entities organized and operating under section 527 of the

Internal Revenue Code. These organizations are established primarily for the purpose of

influencing the outcome of elections of candidates for public office. We may also use

corporate funds to make independent expenditures or to contribute to organizations

engaged in lobbying or political campaign activity or that make independent expenditures

at the federal, state or local level, as permitted by law.

2.5. Pinnacle West may directly sponsor a registered political action committee that

engages in independent expenditures concerning specific candidates, initiatives, or

referenda. Pinnacle West is committed to ensuring that any separate sponsored political

action committee meets or exceeds any reporting requirements to the various

governmental agencies that collect contribution and expenditure data .
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2.6. Pinnacle West may participate in federal, state, and local issues through membership

in trade associations, which we join to represent various business and industry interests.

In addition, we actively promote the economic health of the jurisdictions we serve through

our activities with chambers of commerce. Pinnacle West supports many charitable and

non-profit organizations that support a variety of community and educational endeavors.

These organizations, in turn, are at times actively involved in promoting social welfare

missions to our elected leaders. Depending on their roles, any of these organizations may

be subject to lobbyist registration and disclosure reporting obligations, with their reports

made public by federal and state agencies overseeing lobbying activities.

2.7. Pinnacle West discloses its political contributions as required by law. In addition, we

will provide a voluntary annual report of contributions subject to this Policy as set forth in

Section 5 below. The report: will be posted to our website as part of this Policy not later

than April 15 of the succeeding calendar year. We expect those organizations in which we

are members or to whom we provide contributions to meet their own obligations to report

the Company's contribution to the appropriate government authorities.
I

3. THE PINNACLE WEST POLITICAL ACTION COMMITTEE

3.1. Pinnacle West encourages its employees to be active members of their communities.

Along with participation in civic, charitable and volunteer activities, this includes

participation in the political process. All eligible employees of Pinnacle West may make

voluntary contributions to the Pinnacle West Political Action Committee ("PNWPAC"). The

PNWPAC is a voluntary, nonprofit, nonpartisan political association sponsored by Pinnacle

West to provide an easy and effective means for eligible employees to become politically

involved if they wish to do so.

3.2. The PNWPAC is directed by a board comprised solely of employees, which makes and

approves all decisions regarding political contributions and budget. Potential contributions

are reviewed by a five-member PNWPAC executive committee, which makes

recommendations for contributions to be considered by the PNWPAC board. The articles of

organization of the PNWPAC can be found here. Applicable law permits administrative

support of PNWPAC from Pinnacle West. PNWPAC provides timely disclosure of its political

contributions as required by law.
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l

3.3. Pinnacle West encourages employees to participate in the political process personally

by voting and by supporting candidates of their choosing. Such participation is not in the

Company's name or on its behalf. Employees will not be reimbursed for personal political

contributions or expenses, either directly, through compensation increases, or otherwise.

3.4. Some Pinnacle West employees choose to serve their communities by holding public

office. We encourage these employees and appreciate their spirit of public service.

Employees of Pinnacle West who wish to campaign for, or serve in, public office must first

notify their supervisor and the Senior Vice President of Public Policy.

3.4.1. Employees are not permitted to campaign on work time, nor can they use

company resources to further their campaigns. Employees must clearly communicate

that they are acting as private individuals, that their views are their own, and that they

are not representing or endorsed by the Company.

3.4.2. Employees who hold public office must recuse themselves from matters directly

involving Pinnacle West. If an employee in public office is uncertain whether an issue

directly affects Pinnacle West, he or she should contact the Senior Vice President of

Public Policy.

4. OVERSIGHT

4.1. Corporate contribution decisions are made primarily by our Vice President, Federal

Affairs, and Vice President, State and Local Affairs, based on the guidelines and objectives

described in this Policy. These executives typically receive input from other members of

our senior management team, including our Chief Executive Officer.

4.2. During the first quarter of each calendar year management reviews with the

Corporate Governance Committee of the Board of Directors its anticipated governmental

affairs strategies for the year, including the priorities for the Company's political

expenditure and lobbying activities. During the year, management periodically reports to

the Corporate Governance Committee on the progress of the Company's strategy,

including any significant activities not encompassed within the initial strategy discussion.

Following each of its meetings, the Corporate Governance Committee provides a summary

to the Board of the matters involving political activities, which were discussed at the

meeting. In addition, as part of its reporting responsibilities to the Board after year-end,
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management summarizes the actions taken in furtherance of its governmental affairs

strategies during the year.

4.3. At least annually, the Corporate Governance Committee reviews this policy and

recommends to the Board any revisions it deems necessary. Our Board's oversight of our

governmental affairs strategy ensures compliance with applicable law and alignment with

our policies and Code of Ethics and Business Practices.

5. ANNUAL REPORT OF POLITICAL CONTRIBUTIONS

5.1. In 2017, Pinnacle West made the following contributions to political parties, political

action committees, candidates for political office and other entities organized and

operating under section 527 of the Internal Revenue Code:

ContributionOr an izat ion
A

A

$80,500

$50 000
A

$5,000

rizona Re ublican Part

rizona Democratic Part

rizona Democratic Legislative Campaign

Committee

Marico a Count Democratic Part

Senate Re ublican Leadershi Fund

$5,000

15 000

5.2. In 2017, Pinnacle West made the following payments to trade associations that may

have been used for lobbying-related or other political activities as reported to us by the

trade associations. These amounts are not permitted to be deducted as ordinary and

necessary business expenses under the Internal Revenue Code:

Organization Non-Deductible Portion of

Du es/pa mer i ts
A

A

American Le islative Exchan e Council

Edison Electric Institute

Nuclear Ener Institute

rizona Tax Research Association

12 OOO

$135 411

57 155

$8 550
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5.3. In 2017, Pinnacle West made the following payments to entities organized under

section 501(c)(3) or 501(c)(4) of the Internal Revenue Code which may have used some

of the proceeds for independent political expenditures, including but not limited to ballot

initiatives, or lobbying-related or political campaign activities, as permitted by law:

Or anization
A rizona Cattle Feeders' Association

Re ublican Governors Association

Re ublican Attorne s General Association

$750,000

100 000

50 000

5.4. In 2017, Pinnacle West made the following independent political expenditures either

directly or in support of an independent expenditure political action committee sponsored

by the Company :
I

I
I

Or anization
A polio

A

rizonans for Sustainable Ener

rizonans Grassroots Action

Friends of Arizona

Laxalt for Nevada

$3 200 000

1 150 000

$2,500

$5 OOO

6. LINKS TO OFFICIAL REPORTS

6.1. Contributions to federal elections may be found on the Federal Elections Commission

website at http://www.fec.gov/pindex.shtmI.

6.2. Contributions to Arizona state and local elections can be found on the Arizona

Secretary of State's website at https://www.azsos.gov/elections/campaign-
finance-reporting and the Citizens Clean Elections Commission website at

http://www.ccec.state.az.us/en/resources.

6.3. Reports on the Company's federal lobbying activity can be found on the websites of

the U.S. House of Representatives at

Senate athttp://clerk.house.gov/public_disc/financiaI.aspx and the U.S.
http://www.senate.gov/legislative/lobbyingdisc.htm.
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I
Request 2, Request 3, Request 4 and Request 5:

Responses to these requests can be found in the pleading.

y


